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CHAIRMAN'S STATEMENT

On behalf of the Board of Directors, [ am pleased to present the annual report of the Company for the year ended
December 31, 2005,

RESULTS

in 2005, the Group’s turnover and nct prefit amounted to HK$3,192.1 million and HK$156.5 million, representing
an increasc of 30% and a decrease of 36% over 2004, respectively.

The Board of Directers does not recommend the payment of a final dividend for the year ended December 31, 2005,

BUSINESS REVIEW AND OUTLOOK

Yitamin C Series

The total output of this series for the year amounted to 28,655 tonnes, an increase of 56% over last year. Following
the significant expansion of the production capacity in the PRC, price of vitamin C had been continuously under
pressure. The average price of vitamin C decreased from US$3.61 per kg at the beginning of the year to US$2.94
per kg at the end of the year. The average price for the whole year was US$3.24 per kg, a decrease of 24% as
compared with US$4.26 per kg in the previous year. The gross profit margin of the entire series decreased from

41.8% in the previous year to 25.6% in the current year.,

In view of the cxisting production capacity in the PRC, it is expected that the weak price will last some time. The
Group will continue to expand its customer basc and strengthen the busingss relations with its existing customers.
W will also increasc the proportion of our downstream products according to market demand in order to improve
profitability of this series.

Penicillin Series

The total output of this series for the year amounted to 7,279 tonnes, an increase of 60% over last year. Owing to
the intense market competition and the excessive production capacity, prices remained low. The average prices of
penicillin industrial salt and amoxicillin for the year were US$9.27 and US321.26 per kg respectively. The gross
profit margin of the entire series decreased from 15.9% in the previous year to 6.9% in the current year.

Market consolidation still persists. Howcver, the gradual increase in the utilization rate of the Group’s production
lines in Inner Mongolia will help improve the performance of this series.

Cephalosporin Series

The total output of this series for the year amounted to 1,438 tonnes, an increasc of 66% over last year. Demand for
7-ACA was strong in the current year and the price went up correspondingly. The average price of 7-ACA for the
year was US$92.82 per kg, an increase of 9% as comparced with US$85.13 per kg in the previous year. The gross
prefit margin of the entire series increased from 17.8% in the previous year to 24.4% in the current year.

Since the production capacity of 7-ACA in the PRC has increased significantly in the current year, excessive supply
starts 1o develop. It is expected that product prices will be increasingly under pressure. At the beginning of 2006,
the price of 7-ACA has declined to approximately US$83 per kg.




CHATRMAN'S STATEMENT
(cont’d)

Finished Drugs

Despite of the fierce market competition, this business unit still recorded a growth rate of 1 7% in the current year.
Revenue increased to HK$1,110 million with a gross profit margin of 24.2%. While the sales revenue was
tncreasing. distribution costs also increased substantially, thereby bringing down the operating profit of this business
unit to HK$63 million in the current year, a decrease of 7% over last year,

Market competition is expected to remain ficrce. The Group will continue to implement effective sales strategies so
as to strive for business growth.

Patent Drug

The clinical trials of the patent drug, butylphthalide, in the PRC have been finished. The drug was launched to the
market in the second half of the year and market responsc was desirable initially. As market build-up work is still in
its carly stage, this business unit is not expected to contribute considerable profit in the short term.

FINANCIAL REVIEW
Liquidity and Financial Pesition

In 2005, the Group’s operating activities generated a net cash inflow of HK$186,908,600. Capital expenditure
reached HK$539,000,000, which was financed by internal resources and bank loans. At December 31, 2005, the
Group’s current ratio was 1.10, a slight improvement as compared with 0.95 at the end of previous year. Debtor
turnover period (ratio of the total of trade reccivables and bills receivable balance 1o sales, inclusive of value added
tax for sales in thc PRC) decreased to 51 days as comparcd with 59 days in the previous year. As affected by the
unfavourable market conditions, inventory turnover period (ratio of inventories balance to cost of goods sold)
incrcascd to 110 days as compared with 91 days in the previous year.

At Dccember 31, 2005, the Group had total borrowings of HKS$1,491,038,000 (comprising bank .louns of
HK3$1.435,550,000 and loans from ultimate holding company of HK$55,488,000). The maturity profile of the total
borrowings spreads over a period of four years with HK$344,804,000 repayable within one year and
HKS$1,146,234,000 between one to four years. Nect gearing ratio was 41%, which was caiculated on the basis of the
Group's total borrowings nct of bank balances and cash of HK$475,134,000 over equity at the balance sheet date.

45% of the Group's borrowings is denominated in Hong Kong dollars and the remaining 55% in Renminbi. The
Group’s revenues are cither in Renminbi or in US dollars. Our exposure to foreign exchange rate fluctuations is
limited as the exchange rates between these currencies are relatively stable.

Pledge of Assets

At December 31, 2005, bank balances of HK$2,428,000 and bills receivable of HK$3,828,000 were pledged to banks
to secure banking facilities granted to the Group.

Contingent Liabilities
As disclosed in the Company’s press announcement dated February 22, 2005, the Company and one of its subsidiary

arc named as. among others, defendants in certain antitrust complaints filed in the United States of America
(**United States’’). These antitrust complaints alleged that certain manufacturers of vitamin C in the PRC have




CHAIRMAN'S STATEMENT
(cont’d)

since at least December 200! conspired to control prices and volume of exports of vitamin C to the United States
and elsewhere in the world and that as such have been in violation of the antitrust laws in the United States. It is
alleged in the antitrust complaints that the purchasers of vitamin C in the United States paid more for vitamin C than
they would have paid in the absence of the alleged conspiracy and, therefore, suffered losses. The plaintiffs
(purportedly as representatives of classes of similar plaintiffs) seek treble unspecified damages and other relief.
Subscquent to the above-mentioned press announcement, there were some other complaints with the same nature as
the above-mentioned antitrust complaints filed in the United States. Up to the date of this report, three of the
antitrust complaints have been served on the Company and the subsidiary.

The directors of the Company are of the view that the allegations in the antitrust complaints are without merits and,
the directors of the Company intend to contest to the claims set out in the antitrust complaints vigorously. The
Group has appointed legal advisors to advise them in the legal proceedings and the outcome of the antitrust
complaints cannot be estimated with certainty at this siage.

EMPLOYEES

At the balance sheet date, the Group had about 12,098 employees and the majority of them are employed in the PRC.
The Group offers competitive remuneration packages, discretionary share options and bonuses to staff based on the
performance of the Group and the individual employee.

ACKNOWLEDGEMENT

On behalf of the Board of Directors, 1 would like to take this opportunity to express our sincerc thanks to our
shareholders for their support and to our staff for their commitment and diligence during the year.

By order of the Board
CAI DONG CHEN
Chairman

Hong Kong, April 11, 2006




CORPORATE GOVERANCE REPORT

Corporate Governance Practices

The Company is committed to ensuring a high standard of corporate governance. The Board believes that good
corporatc governance practices are increasingly important for maintaining and promoting the confidence of
sharcholders. The Board will revicw its corporate governance practices from time to time to ensure they reflect the
latest development and meet the cxpectations of the shareholders.

The Company has complied with the code provisions in the Code on Corporate Governance Practices (the *‘Code™)
contained in Appendix 14 of the Rules Governing the Listing of Securities on the Stock Exchange (the ‘*Listing
Rules™”) during the year ended December 31, 2005 with certain deviations from code provision A.2.1 as set out in
this report.

Board of Directors

The Board currently comprises seven executive directors, one non-executive director and four independent
non-exccutive directors. One of the independent non-executive directors has the appropriate professional accounting
cxperience and expertise. The biographics of the directors are set out on pages 11 to 13 of the annual report.

The Board is responsibie for establishing strategic direction, setting objectives and business plans and monitoring
performance, The management of the subsidiaries of the Company is responsible for the day-to-day management
and operation of their respective individual business units.

The Board meets regularly to review the financial and operating performance of the Group and approve business
plans. Four regular board meetings were held at approximately quarterly interval in 2005 and the individual
attendance of cach director at the board meetings during 2005 is set out below:

Directors Attendance

Executive Directors:

Mr. Cai Dong Chen (Chairman)
Mr. Ding Er Gang

Mr. Wei Fu Min

Mr. Yue Jin

Mr. Ji Jian Ming

Mr. Yao Shi An

Mr. Chak Kin Man

(resigned during the year, attendance rate was 100% in 2005)

{appointed during the year, attendance rate was 75% in 2005)
(auppointed during the year, attendance rate was 100% in 2005)
(appointed during the vear, attendance rate was 100% in 2003)

—_— W R W

Non-Executive Director:
Mr. Lee Ka Sze, Carmelo 4

Independent Non-Executive Divectors:
Mr. Huo Zhen Xing

Mr. Qi Mou Jia

Mr. Guo Shi Chang

Mr. Chan Siu Keung, Leonard

£ SN S I (6 I X

Chairman and Managing Director

Code provision A2 1 of the Code stipulates that the roles of chairman and managing director should be separate and
should not be performed by the same individual. Prior to December 1, 2005, Mr. Cai Dong Chen was the Chairman
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(cont’d)

of the Board and Mr. Ding Er Gang was the managing director of the Company with their roles segregated. Since
the resignation of Mr. Ding as executive director and managing director of the Company on December 1, 2005, Mr.
Cai has assumed both roles as the chairman and managing director of the Company. The Company belicves that
vesting both roles in Mr. Cai will allow for more effective planning and execution of business strategies. As all
major decisions are made in consuliation with members of the Board, the Company believes that there is adequate
balance of power and authority in place.

Non-Executive Directors

Each of the non-executive director and independent non-exccutive directors has entered into a service contract with
the Company on December 31, 2004 for a term of two years subject to the requirement that one-third of all the
directors shall retire from office by rotation at each annual genecral meeting pursuant to the Articles of Association
of the Company.

Remuneration of Directors

The Remuneration Committee of the Company is responsible for reviewing the remunecration policies, approving the
salary, bonus and other benefits of executive directors and recommending to the Board remuneration of
non-executive directors. The committee currently comprises three members, namely Mr. Chan Siu Keung, Leonard
(Chairman), Mr. Lee Ka Sze, Carmelo and Mr. Huo Zhen Xing.

In 2005, no formal meeting was held but written consent was obtained from all members of the committee for fixing
the discretionary bonus payable to an executive director upon his resignation and the emolument of a newly
appointed executive director. A meeting was held with full attendance in January 2006 and a written resolution was
signed by all members in March 2006 to fix the 2005 discretionary bonus and the 2006 emeoluments of the executive
directors. In making recommendations to the Board, the Committee based on its review of the operating results of
the Group, individual performance and comparable market statistics.

Nomination of Directors

The Board has not established a nomination committee. According to the Articles of Association of the Company,
the Board has the power from time to time and at any time to appoint any person as a director either to filt a casual
vacancy or as an addition to the Board. The Board reviews the structure, size and composition of the Board from
time to time and makes recommendation on the appointment of directors.

During 2005, the Board has reviewed the need to appoint new directors in light of the business development of the
Group and the resignation of a dircctor. Nomination was made by members of the Board based on the need of the
Company and the expertise and cxperience of individual candidatc. Two mectings werc held in 2005, which were
attended by Mr. Cai Dong Chen, Mr. Ding Er Gang and Mr, Wei Fu Min, to consider and approve the appeintment of
three new cxccutive dircctors.

Directors’ Securities Transactions

The Company has adopted the Model Code for Securities Transactions by Directors of Listed Issuers {the “*Model
Code™’) set out in Appendix 10 of the Listing Rules. Having made specific enquiry, all dircctors have complied with

the required standard sct out in the Model .Code throughout the year of 2005.




CORPORATE GOVERANCE REPORT
(cont’d)

Audit Committee

The Audit Committee of the Company is respensible for providing an independent review of the effectiveness of the
financial reporting process and internal control system of the Group. The committec currcntly comprises three
members, namely Mr. Chan Siu Keung, Leonard (Chairman), Mr. Lee Ka Sze, Carmelo and Mr. Huo Zhen Xing,

The committee held four meetings in 2005 and recorded full attendance for all meetings. At the meetings, the
committec considered the fees charged by the auditors, reviewed the quarterly, half-ycarly and annual financial
statements, reviewed the auditors’ management letter and management response and reviewed the annual budget of
the Group.

Based on the review and discussion at the meetings, the committec recommended to the Board to approve the
quarterly, half-yearly and annual results of the Group and to adopt the measures to improve the internal control
system as suggested by the auditors in the management letters.

Auditors’ Remuneration

During the year, the auditors of the Company charged HK$1,600,000 for audit services and HK3952,000 for
non-audit services. The non-audit services consist of review of quarterly and half-yearly financial statements and
certain agreed-upen procedures.

Financial Reporting

The Board acknowledges its responsibility for preparing the financial statements of the Company and the Group.
The reporting responsibilities of the auditors are set out in the auditors™ report on pages 16 to 17 of the annual
report,

Shareholder Communication

The objective of shareholder communication is to provide our sharcholders with detailed information about the
Company so that they can exercise their rights as sharcholders in an informed manner,

The Company uses a range of communication tools to cnsure its shareholders are kept well informed of key business
imperatives. These include general meetings, interim and annual reports, announcements and circulars. Procedure
for voting by poll has been included in the circulars of the Company accompanying notices convening general
mieetings and has been read out by the chairman at the general meetings held in 2005,

At the 2005 annual general meeting, a separate resolution was proposed by the chairman in respect of cach scparatc
issue, including re-election of directors. The respective chairman of the Board, Audit Committee and Remuneration
Committec attended the 2005 annual general meeting to answer questions raised by sharcholders.




DIRECTORS® REPORT

The directors submit their annual report together with the audited financial statements for the year ended December
31, 2005.

PRINCIPAL ACTIVITIES

The Company acts as an investment holding company. Details of the activities of its subsidiaries and jointly
controlled entity are set out in notes 40 and 23 to the financial statements, respectively.

MAJOR CUSTOMERS AND SUPPLIERS

The aggregate sales and purchases atiributable to the Group’s five largest customers and suppliers were less than
30% of the Group’s total sales and purchases for the year, respectively.

RESULTS AND APPROPRIATIONS

The results of the Group for the year ended December 31, 2005 are set out in the consolidated income statement on
page 18 of the annual report.

The directors do not recommend the payment of a dividend and propose that the profit for the year be retained.
DISTRIBUTABLE RESERVES OF THE COMPANY

The Company’s reserves available for distribution to shareholders as at December 31, 2005 comprised the retained
profits of HK$187,898,000 (2004: HK$174,282,000).

PROPERTY, PLANT AND EQUIPMENT

During the year, the Group continued to expand and upgrade its production facilities for bulk drug products and
finished drug products. Details of these and other movements during the year in the property, plant and equipment
of the Group are set out in note 16 to the financial statements.

SHARE CAPITAL AND SHARE OPTIONS

Details of movements during the year in the share capital and share options of the Company are sct out in notes 32
and 33 to the financial statements, respectively.

DIRECTORS
The directors of thc Company during the year and up to the date of this report were:
Executive directors:

Cai Dong Chen. Chairman

Wei Fu Min

Yue Jin

Feng Zhen Ying

Ji Jian Ming (appointed on February 28, 2005)
Yao Shi An (appointed on February 28, 2005)
Chak Kin Man (appointced on December 1, 2005)

Ding Er Gang (resigned on December 1, 2005)
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(cont’d)

DIRECTORS - continued
Non-executive director:

Lee Ka Sze, Carmelo

Independent non-executive directors:

Huo Zhen Xing

Qi Mou Jia

Guo Shi Chang

Chan Siu Keung, Leonard

In accordance with Article 92 of the Company’s Article of Association, Mr. Chak Kin Man retires at the forthcoming
annual general meeting and being eligible, offers himself for re-election,

In accordance with Article 101 of the Company’s Articles of Association, Messrs. Yue Jin, Feng Zhen Ying, Huo
Zhen Xing and Guo Shi Chang retire at the forthcoming annual general meeting by rotation and, being eligible, offer
themselves for re-election.

DIRECTORS’ SERVICE CONTRACTS

Each of the non-executive director and independent non-executive directors of the Company has entered into a
service contract with the Company on December 31, 2004 for a term of two years.

Other than as disclosed above, no directors proposed for re-election at the forthcoming annual general meeting has a
service contract which is not determinable by the Group within one year without payment of compensation, other
than statutory compensation.

BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT
CAI Dong Chen

Mr. Cai, aged 52, is the Chairman of the Company and was appointed as an executive director of the Company in
1998. He is also the Chairman of Shijiazhuang Pharmaceutical Group Company Limited (**SPG™’), the Company’s
ultimate holding company. Mr. Cai graduated from Hebei Pharmaceutical Finance College in the People’s Republic
of China {the “*PRC’’) and joined SPG in 1972. Mr. Cai has over thirty years of technical and management
experience in the pharmaceutical industry.

WEI Fu Min

Mr. Wei, aged 59, was appeinted as an cxccutive director of the Company in 1994, He graduated from Tianjin
Industrial College in the PRC and has over thirty years of technical and management experience in the
pharmaceutical industry.

YUE Jin
Mr. Yue, aged 42, was appointed as an exccutive director of the Company in 2001. He graduated from Hebei

University in the PRC and has over twenty years of techaical and management experience in the pharmaceutical
industry.

11
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BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT - continued
JI tian Ming

Mr. Ji, aged 43, was appointed as an cxccutive dircctor of the Company in 2005. Hec graduated from Hebei
University in the PRC and has more than twenty years of technical and management experience in the
pharmaceutical industry.

YAO Shi An

Mr. Yao, aged 56, was appointed as an executive director of the Company in 2005, He graduated from Beijing
Technology and Business University in the PRC and has over thirty years of technical and management experience
in the pharmaceutical industry,

FENG Zhen Ying

Mr. Feng, aged 50, was appointed as an executive director of the Company in 2003, He graduated from Hebei
Chemical College in the PRC and has over twenty years of technical and management experience in the
pharmaccutical industry.

CHAK Kin Man

Mr. Chak. aged 40. joined the Company in 1999 as financial controtler and was appointed as an executive director of
the Company in 2005. Hec is a certified public accountant of the Hong Kong Institute of Certified Public
Accountants and a fellow member of the Association of Chartered Certified Accountants. He graduated from the
University of Hong Kong and has over sixteen years of cxperience in auditing and financial management.

LEE Ka Sze, Carmelo

Mr. Lee, aged 45, was appointed as an independent non-executive dircctor of the Company in 1996 and
re-designated as a non-executive director in 2004, He is a solicitor by profession and is a partner of a law firm in
Hong Kong.

HUO Zhen Xing

Mr. Huo, aged 70, was appointed as an independent non-exccutive director of the Company in 1994, He was the
former head of Industrial and Commercial Bank of China, Hebei Province branch and Shijiazhuang sub-branch.

QI Mou Jia

Mr. Qi, aged 73, was appointed as an indcpendent non-cxecutive director of the Company in 1996. He was the
former director of the State Drug Administration of China (the “"SDA’’, now known as the State Food and Drug
Administration of China). He was the deputy chairman and chairman of the SDA in 1978 and 1982-1994
respectively.

GUO Shi Chang

Mr. Guo, aged 64, was appointed as an independent non-executive director of the Company in 2004, He was the

Vice Governor of Hebei Provinciat People’s Government. the PRC from 1993 to 2002,

12
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BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT - continued

CHAN Siu Keung, Leonard

Mr. Chan, aged 48, was appointed as an independent non-cxecutive director of the Company in 2004, He is a
qualified accountant and a member of the Institute of Chartered Accountants of Ontario. Hc holds a Master of
Business Administration degree from York University, Ontario, Canada and has extensive experience in finance and

investment.

DIRECTORS’ INTERESTS IN CONTRACTS OF SIGNIFICANCE

Woo, Kwan, Lee & Lo, a firm of soliciters of which Mr. Lee Ka Sze, Carmelo is a partner, rendered profcssional
services to the Group for which it received normal remuneration.

Other than as disclosed above, no contracts of significance to which the Company, its holding company, or any of its
fellow subsidiaries or subsidiaries was a party and in which a director of the Company had a material interest,

whether directly or indirectly, subsisted at the end of the year or at any time during the year.
DIRECTORS’ INTERESTS IN SHARES, UNDERLYING SHARES AND DEBENTURES

As at December 31, 2005, the interests of the directors and their associates in the shares, underlying shares and
debentures of the Company and its associated corporations (within the meaning of Part XV of the Securities and
Futures Ordinance (the **SFO’"}), as recorded in the register maintained by the Company pursuant to Scction 352 of
the SFO, or as otherwise notified to the Company and The Stock Exchange of Hong Kong Limited (the **Stock
Exchange’’) pursuant to the Model Code for Securities Transactions by Directors of Listed Companies (the ‘*Model
Codc’”) contained in the Rules Governing the Listing of Securities on the Stock Exchange (the *‘Listing Rules™),
were as follows:

Long positions:

Number of issued Percentage of the issued
Name of director Capacity ordinary shares held share capital of the Company
Mr. Cai Dong Chen Bencficial owner 2,000,000 0.13%
Mr, Chak Kin Man Beneficial owner 4.000 0.00026%

Other than as disclosed above, none of the directors nor their associates had any interests or short positions in the
shares, underlying shares and debentures of the Company or any of its associated corporations (within the mcaning
of Part XV of the SFO}, as recorded in the register required to be kept under Section 352 of the SFO, or as otherwise
notified to the Company and the Stock Exchange pursuant to the Model Code.

ARRANGEMENTS TO PURCHASE SHARES OR DEBENTURES

Other than as disclosed in note 33 to the financial statements, at no time during the year was the Company, its
holding company, or any of its fcllow subsidiarics or subsidiaries, a party to any arrangements to cnable the
dircctors of the Company to acquire benefits by means of the acquisition of shares in, or debentures of, the Company
or any other body corporate.
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(cont’d)

SUBSTANTIAL SHAREHOLDER
As at December 31, 2005, the register of substantial shareholders maintained by the Company pursuant 1o Section
3316 of the SFO shows that the following shareholder had notified the Company of relevant interests in the issued

share capital of the Company.

Number of ordinary

shares of the Percentage of
Name of substantial shareholder Capacity Company held issued share capital
SPG Beneficial owner and 783,316,161 50.93%
controlled corporation {Note)
Templeton Investment Investment manager 77,078,246 5.01%
Counsel, LLC
Note: In respect of the 783.316,161 shares, 773,436,399 shares arc held by SPG and 9,879,762 shares are held by China

Charmaine Pharmaceutical Company Limited, a wholly-owned subsidiary of SPG.

Other than as disclosed above, the Company has not been notified of any other relevant interests or short positions in
the issued share capital of the Company or any other interests representing 5% or more of the issued share capital of
the Company as at December 31, 2005.

CONNECTED TRANSACTIONS

Details of the discloscable connected transactions during the year are set out in note 28 1o the financial statements.
Pursuant to Rule 14A.38 of the Listing Rules, the board of directors engaged the auditors of the Company to perform
certain agreed upon procedures in respect of the continuing connected transactions of the Group. The auditors have
reported their factual findings on thesc procedures to the board of directors. The independent non-cxecutive
directors have reviewed the continuing connected transactions and the repert of the auditors and have confirmed that
the transactions have been entered into by the Group:

(i}  in the ordinary and usual course of the Group’s business;

(1i) either on normal commercial terms or on terms no less favourable than terms available te or from independent
third parties; and

(iii) in accordance with the relevant agreements governing such transactions on terms that arc fair and reasonable

and in the interests of the shareholders of the Company as a whole.
PURCHASE, SALE OR REDEMPTION OF THE COMPANY'S LISTED SECURITIES

During the year. neither the Company nor any of its subsidiaries purchased, sold or redeemed any of the Company’s

listed securitics.
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DISCLOSURE UNDER RULE 13.18 OF THE LISTING RULES

Pursuant to two bank loan agreements, it will be an cvent of default under each of the loan agreements if SPG owns
less than 40% of the issued sharc capital of the Company. The outstanding principal of the two bank loans at
December 31, 2005 was amounted to HK$67(,000,000 and the last instalment repayment is due in April 2009,

Save as disclosed above, there are no other events which are required to be disclosed by the Company under Rule
13.18 of the Listing Rules.

APPOINTMENT OF INDEPENDENT NON-EXECUTIVE DIRECTORS

The Company has received, from each of the independent non-executive directors, an annual confirmation of his
independence pursuant to Rule 3.13 of the Listing Rules. The Company considers all of the independent
non-executive directors are independent.

EMOLUMENT POLICY

The emoluments of the directors of the Company are decided by the Remuneration Committce, having regard to the
Company’s operating results, individual performance and comparable market statistics.

The Company has adopted a share option scheme as an incentive to directors and eligible employees, details of the
scheme are set out in note 33 to the financial statements,

SUFFICIENCY OF PUBLIC FLOAT

The Company has maintained a sufficient public float of not less than 25% of the Company's issued shares as
required under the Listing Rules throughout the year ended December 31, 2005.

POST BALANCE SHEET EVENT
Details of significant event occurring after the balance sheet date are set out in note 41 to the financial statements.
AUDITORS

A resolution will be submitted to the annual general meeting of the Company to re-appoint Messrs. Deloitte Touche
Tohmatsu as auditors of the Company.

On behalf of the Board
Cai Dong Chen
CHAIRMAN

Hong Kong, April 11, 2006




AUDITORS® REPORT

Deloitte.

4ds

T

TO THE SHAREHOLDERS OF CHINA PHARMACEUTICAL GROUP LIMITED
(incorporated in Hong Kong with limited liability)

We have audited the financial statements of China Pharmaccutical Group Limited (the ‘*Company™) and its
subsidiaries (collectively referred to as the **Group™') from pages 18 to 64 which have been prepared in accordance

with accounting principles gencrally accepted in Hong Kong.
Respective responsibilities of directors and auditors

The Companies Ordinance requires the directors to prepare financial statements which give a true and fair view, In
preparing financial statements which give a truc and fair view it is fundamental that appropriate accounting policies

are selected and applied consistently.

It is our responsibility to form an independent opinion, based on our audit, on those financial statcments and to
report our opinion solely to you, as a body, in accordance with section 141 of the Companics Ordinance, and for no
other purpose. We do not assume responsibility towards or accept liability to any other person for the contents of
this report.

Basis of opinion

We conducted our audit in accordance with Hong Kong Standards on Auditing issued by the Hong Kong Institute of
Certified Public Accountants. An audit includes examination, on a test basis, of evidence relevant to the amounts
and disclosures in the financial statements. It also includes an assessment of the significant cstimates and
judgements made by the directors in the preparation of the financial statements, and of whether the accounting
policics arc appropriate to the circumstances of the Company and the Group, consistently applied and adequately
disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we cansidered
necessary in order to provide us with sufficient evidence to give reasonable assurance as to whether the financial
statements are free from material misstatement. In forming our opinion we also evaluated the overall adequacy of
the presentation of information in the financial statements. We believe that our andit provides a reasonable basis for

our opinion.
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AUDITORS® REPORT

(cont’d)

Opinion

In our opimion the financial statements give a truc and fair view of the state of affairs of the Company and the Group
as at December 31, 2005 and of the profit and cash flows of the Group for the year then ended and have been
properly prepared in accordance with the Companies Ordinance.

Deloitte Touche Tohmatsu
Certified Public Accountants

Hong Kong, April 11, 2006




Revenue
Cost of sales

Gross profit
Other income

Distribution costs
Administrative expenscs

Other expenses

CONSOLIDATED INCOME STATEMENT

For the yeur ended December 31, 2005

NOTES

Share of results of a jointly controlled entity

Finance costs

Profit before tax
Income tax

Profit for the year

Attributable to:

10
11

Equity holders of the Company

Minority interests

Dividend

Earnings per share

Basic

Diluted

18

2005 2004
HK$ 000 HKS'000
{Restated)
3,192,065 2,450,649
(2,498.501) (1,819,804)
693,564 630,845
21,157 14,677
(182,723) (131,453}
(293,231) (230,004}
(20,537) (10,948)
(1,099) 3,419
(68,139) (27,959)
148,992 248,577
730 {3,185}
156,293 245,392
156,518 245,011
(225) 381
156,293 245,392

HK10.18 cents

HK15.93 cents

N/A

N/A




CONSOLIDATED BALANCE SHEET

At December 31, 2005

NOTES 2005 2004
HKS$'000 HKS$'000
{Restated)
Non-current asscts
Property, plant and equipment 16 3,176,949 2,908,317
Prepaid lease payments 17 154,612 101.450
Intangible asscts 20 61,233 69,950
Goodwill 21 55,764 55.764
Interest in a jointly controlled entity 23 24,086 24,654
Loan receivable 24 - 655
Pledged bank deposits 25 2,428 9416
Deposits paid for acquisition of property, plant and equipment - 47,305
3,475,072 3,217,511
Current assets
Inventories 26 756,053 452,855
Trade and other receivables 27 512,987 413,629
Bills reccivable 118,281 90.331
Prepaid lease payments 17 4,474 2.837
Loan receivable 24 670 795
Tax recoverable 8,096 -
Trade receivables due from related companics 28 14,393 3.854
Amount dug from a jointly controlled entity 28 17,047 16,806
Pledged bank deposits 25 - 7.282
Bank balanccs and cash 472,706 501,346
1,904,707 1,489,735
Current habilities
Trade and other pavables 29 974,756 861,340
Bills payable 403,876 388,040
Amounts duc to related companics 28 4,146 58,423
Trade payable duc to a jointly controlled entity 28 3.107 4,414
Tax liabilitics 7,328 3,892
Bank loans — due within one ycar 30 344,804 249 813
1,738,017 1.565.922
Nelt current assets (liabilities) 166,690 (76.187)
Total asscts less current liabilitics 3,641,762 3.141.324




CONSOLIDATED BALANCE SHEET

{cont’d)
At December 31, 2005

NOTES 2005 2004
HKS'000 HK3'000
(Restated)

Non-current liabilitics
Loans from ultimate holding company 3i 55,488 54 818
Bank loans — due after one year 30 1,090,746 817,409
1,146,234 872,227
2,495,528 2.269.097

Capital and reserves

Share capital 32 153,812 153,812
Reserves 2,331,020 2,105,227
Equily attributable to equity holders of the Company 2,484,832 2,259,039
Minority interests 10,696 10,058
2,495,528 2,269,097

The financial statements from pages 18 to 64 were approved and authorised for issuc by the Board of Dircctors on

April 11, 2006 and arc signed on its behalf by:

Cai Dong Chen Wei Fu Min

Director Director
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BALANCE SHEET
At December 31, 2005
NOTES 2005 2004
HK§ 000 HKS'000
Non-current assets
Property. plant and equipment 16 1,115 1,708
Investments in subsidiarics 18 1,202,052 1,161,737
1,203,167 1,163,445
Current assets
Other reccivables 6,592 5,629
Amounts duc from subsidiaries 19 908,243 925,128
Bank balances and cash 24,393 99,803
939,228 1,030,560
Current liabilities
Other payables 13,654 11,700
Amount due to ultimate holding company 28 - 54,141
Amount due to a subsidiary 19 304 8,323
Bank loans — due within one¢ year 30 96,000 185,020
109,958 259,184
Net current assets 829,270 771,376
Total assets less current liabilities 2,032,437 1,934,821
Non-current liability
Bank loans — duc after one year 30 574,000 490,000
1,458,437 1,444,821
Capital and reserves
Sharc capital 32 153,812 153,812
Reserves 34 1,304,625 1,291,009
1,458,437 1,444,821
Cai Dong Chen Wei Fu Min
Director Director
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CONSOLIDATED STATEMENT OF CHANGES IN EQuiTy

For the year ended December 31, 2005

Attributable te equity holders of the Company

Noo-
Share Share Capital  Goodwill Translation  distribatable  Retained Minority
capital  premiem contribution reserve reserie reserves profits Totsl  interests Total
HESO00  HKS'O00 HKSO0R  AHKS000  HKSOM HKS000  HKS'O00 HESO0D  HESO00  HKS'000
{Nove)
At Jzauary 1. 2004 153812 L6 - (181.33) 1692 194,110 e 2120897 - L2697
Effects of changes
in 2counting policics
{see ote 3} - - - - - - - - 8.2 §.72
At January 1, 2004 as restated 153812 L& - (181254 169 194,110 §l1.810 2,121,697 g L1096
Profi for the vear - - - - - - M uil 31 245,30
Share of noa-distributable
reserves of & jointly
controlled entity - - - - - §os (863) - - -
Transfers - - - - - 813539 (81,339 - - -
Capital contributions by
minority shzreholders
of a subsidiary - - - - - - - - 1,966 1.966
Dividends paid o minority
sharcholders of a subsidiary - - - - - - - - (361} {361)
Dividends paid - - - - - - (107.669)  (107,569) - {l07.469)
At December 31, 20M 153812 11630 - (169 1692 6,334 §76.18 119009 10058 2260097
Effects of changes
in aceounting policies
(see oote 3) - - 1362 - - - (515) 87 - 847
At Jamuary 1, 2003 as restated 153812 116777 1362 (167.234) 1692 276,334 §i6.213 1239886 10038 226994
Exchange differences arising
on translation of foreign
operztions recognised
dizectly in equity - - - - 68,428 - - 68428 Mt t8.646
Prafit for the year - - - - - - 136,518 156518 (223) 136,293
Total recognised sncome
and expense for the vear - - - - 68428 - 136,318 4846 i 14839
Transfers - - - - - 19,180 (79,190) - - -
Capital contributions by
minority shareholders
of a subsidiary - - - - - - - - 1331 L33l
Dividends paid (¢ minority
shareholders of a subsidiary - - - - - - - - (6%6) (686}
At December 31, 2009 133812 LU 1362 (160134 71120 395,54 933 LAS 1069 2493328
Atributed to:
The Company and its subsidiaries 133812 LleJnw 1362 (160.130) 70481 349,031 WO 14R0T32 1069 1491428
A joiatly controlled entity - - - (114 639 6,493 4,092 4100 - 4100
153812 L6 1360 (167.184) 7120 38534 91 LARAR 10696 2495528
Note: The non-distributable reserves represent statutory reserves appropriated from the profit after tax of the Company’s

subsidiaries and jointly controlled entity in the People’s Republic of China (the **PRC"*) under the laws and repgulations

of the PRC.
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CONSOLIDATED CASH FLOW STATEMENT
For the vear ended December 31, 2005
2005 2004
HK$ 000 HKS$ 000
(Restated)
OPERATING ACTIVITIES
Profit before tax 148,992 248,577
Adjustments for:
Interest income (2,687) (2,454)
Share of results of a jointly contrelled entity 1,099 (3,419)
Finance costs 68,139 27,959
Amortisation of intangible assets 16,585 12,405
Amortisation of goodwill - 3,183
Depreciation of property, plant and cquipment 245,456 162,621
Amortisation of prepaid lease payments 4,474 5,615
Loss on disposal of property, plant and equipment 15,780 5,553
Operating cash flows before movements in working capital 497.838 460,040
Increase in inventories (303,198) (161,001}
(Increase) decrease in trade and other receivables (99,358) 24,943
(Increase) decrease in bills receivable (27,950) 1,146
Increase in trade receivables due from related companics {10,539) (1,325)
Increase in amount duc from a jointly controlled entity (241) (4,677)
Increase in trade and other payables 113,416 103.313
Increasc in bills payable 15,836 88,695
Decrease in amounts due to related companies (136) (21,829)
{Decrease) increase in trade payable due to a jointly contrelled entity (1,307) 4,254
Cash generated from operations 184,361 493,559
PRC Enterprise Income Tax refunds 10,859 10,482
PRC Enterprise [Income Tax paid (8,312) (26.944)
NET CASH FROM OPERATING ACTIVITIES 186,908 477,097
INVESTING ACTIVITIES
Purchase of property, plant and equipment (421,168) (1,074,921)
Prepayment of land leases {57.005) (6,946)
Purchase of technical know-how (6,521) (9,760)
Decrease in pledged bank deposits 14,270 61,734
Proceeds from disposal of property, plant and equipment 7,987 6,483
[nterest received 2,687 2,454
Repayment of loan receivable 780 795
Deposits paid for acquisition of property, plant and equipment - (47,305)
Purchasc of utility rights - (12,164)
NET CASH USED IN INVESTING ACTIVITIES (458,970) (1,079.630)
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CoONSOLIDATED CasH FLOW STATEMENT

{cont’d)
For the vear ended December 31, 2005
2005 2004
HKS$'000 HKS$'000
{Restated)

FINANCING ACTIVITIES
Bank loans raised 1,252,440 959,620
Capital contributed by minority shareholders of a subsidiary 1,331 1,966
Repayment of bank loans (893,119) (198,747}
Dividends paid to minority shareholders {686) (561)
Dividends paid {54,141) (53,528)
Repayment of loans from ultimate holding company - (46,772)
Interest paid (74,862) (31,298)
NET CASH FROM FINANCING ACTIVITIES 230,963 630,680
NET (DECREASE) INCREASE IN CASH AND

CASH EQUIVALENTS (41,099) 28,147
CASH AND CASH EQUIVALENTS AT THE

BEGINNING OF THE YEAR 501,346 473,199
EFFECT OF FOREIGN EXCHANGE RATE CHANGES 12,459 -
CASH AND CASH EQUIVALENTS AT THE

END OF THE YEAR, represented by bank balances and cash 472,706 501.346
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended December 31, 2005

GENERAL

The Company is a public limited company incorporated in Hong Kong and its shares are listed on The Stock
Exchange of Hong Kong Limited (the **Stock Exchange™).

The Company’s parent and ultimate holding company is Shijiazhuang Pharmaceutical Group Company
Limited (**SPG™"), a statc-owned enterprise incorporated in the Pcople’s Republic of China (the “‘PRC').
SPG, together with the companies under its control, other than the Company and its subsidiarics (collectively
referred to as the **Group™ ), will hercinafter be referred to as the **SPG Group’”. The addresses of the
registered office and principal place of business of the Company are disclosed in the **Corporate Information™
scclion to the annual report.

The Company acts as an investment holding company and its subsidiaries are principally engaged in the
manufacture and salc of pharmaceutical products.

The financial statements arc presented in Hong Kong dollars (**HKD "), which is the samc as the functional
currency of the Company.

APPLICATION OF HONG KONG FINANCIAL REPORTING STANDARDS/CHANGES IN
ACCOUNTING POLICIES

In the current year, the Group has applied, for the first time, a number of new Hong Kong Financial Reporting
Standards (“"HKFRS(s5)""). Hong Kong Accounting Standards (**HKAS(s)"") and Interpretations (hercinafter
collectively referred to as the ‘“‘new HKFRSs™') issued by the Hong Kong Institute of Certified Public
Accountants that are effective for accounting periods beginning on or after January 1, 2005, The application
of the new HKFRSs has resulted in a change in the presentation of the consolidated income statement,
consolidated balance sheet and consolidated statement of changes in equity. In particular, the presentation of
minority intcrests and sharc of tax of the jointly controlled entity have been changed. The changes in
presentation have been applied retrospectively. The application of the new HKFRSs has resulied in changes to
the Group’s accounting policics in the following arcas that have an cffect on how (he results for the current or
prior accounting years are prepared and presented:

Business Combinations

In the current ycar, the Group has applied HKFRS 3 **Business Combinations’” which is effective for business
combinations for which the agreement date is on or after January 1, 2005 and goodwill previously recognised
and brought forward as at January 1, 2005. The principal effects of the application of transitional provisions
of HKFRS 3 to the Group are summariscd below:

Goodwill

In previous years, goodwill arising on acquisitions prior to January 1, 2001 was held in goodwill reserve, and
goodwill arising on acquisitions after January |, 2001 was capitalised and amortised over its estimated useful
life. The Group has applicd the relevant transitional provisions in HKFRS 3. Goodwill previously recognised
in goodwill reserve of HK$167,254,000 as at January 1, 2005 continucs to be held in goodwill reserve and will
be transferred to the retained profits of the Group at the time when the business to which the goodwill relates
is disposed of or when a cash-generating unit (*"CGU"") to which the goodwill relates becomes impaired.
With respect to goodwill previously capitalised on the balance sheet, the Group on January 1, 2005 climinated
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NOTES TO THE FINANCIAL STATEMENTS

(cont’d)
For the year ended December 31, 2005

APPLICATION OF HONG KONG FINANCIAL REPORTING STANDARDS/CHANGES IN
ACCOUNTING POLICIES - continued

Goodwill — continued

the carrying amount of the related accumulated amortisation of HK$7,897,000 with a corresponding decrease
in the cost of goodwill (scec note 21). The Group has discontinucd amortising such goodwill from January 1,
2005 onwards and such goodwill will be tested for impairment at least annually. Goodwill arising on
acquisitions after January 1, 2005 is mcasured at cost less accumulated impairment loss (if any) after initial
recognition. As a rcsult of this change in accounting policy, no amortisation of goodwil! has been charged in
the current year. Comparative figures for 2004 have not been restated (see note 3 for financial impact).

In the current year, the Group has also applied HKAS 21 “*The Effects of Changes in Foreign Exchange
Rates™ which requires goodwill to be treated as assets and liabilitics of the foreign operation and translated at
closing rate at cach balance sheet date. Previously, goodwill arising on acquisitions of forcign operations was
reported at the historical rate at each balance sheet date.  [n accordance with the relevant transitional
provisions in HKAS 21, goodwill arising on acquisitions prior to January 1, 2005 is treated as a non-monctary
foreign currency item. Therefore, no prior period adjustment has been made.

Owner-occupied Leasehold Interest in Land

In previous years, owner-occupicd leaschold land and buildings were included in property, plant and
equipment and measured using the cost model. In the current year, the Group has applied HKAS 17
““Leases’’. Under HKAS 17, the land and buildings elements of a lcase of land and buildings are considered
scparately for the purposcs of lcase classification, unless the leasc payments cannot be allocated reliably
between the land and buildings elements, in which case, the entire Icase is generally treated as a finance lease.
To the extent that the allocation of the lease payments between the land and buildings clements can be made
reliably. the leaschold interests in land arc reclassificd to prepaid lease payments under operating leascs,
which are carried at cost and amortised over the lease term on a straight-line basis. This change in accounting
policy has been applied retrospectively (see note 3 for financial impact).

Sharc-based Payvments

[n the current year, the Group has applicd MKFRS 2 **Share-based Payment”” which requires an expense 1o be
recognised where the Group buys goods or obtains services in exchange for shares or rights aver shares
(**cquity-settled transactions’™), or in exchange for other assets equivalent in value to a given number of
sharcs or rights over shares (**cash-settled transactions™’). The principal impact of HKFRS 2 on the Group is
in relation to the expensing of the fair value of sharc options granted to dircctors and employees of the
Company, determined at the date of grant of the share options. over the vesting period.  Prior to the
application of HKFRS 2, the Group did not recognise the financial effect of these share options until they were
excrcised. As no option has been granted or agreed to be granted under the Company’s share option scheme
since its adoption, the adoption of HKFRS 2 has had no effect on the results of the Group.

Financial Instruments

[n the current year, the Group has applicd HKAS 32 “‘Financial Instruments: Disclosure and Presentation™
and HKAS 39 “'Financial Instruments; Recognition and Measurement™. HKAS 32 requires retrospective
application and the adoption of HKAS 32 has had no material impact on how the financial instruments of the
Group are presented for the current or prior accounting periods. HKAS 39, which is effective for annual
periods beginning on or after January 1, 2005, generally does not permit the recognition, derccognition or
measurcment of financial asscts and liabilitics on a rctrospective basis. The principal effects resulting from
the implementation of HKAS 39 are summarised below:
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NOTES TO THE FINANCIAL STATEMENTS
(cont’d)

For the year ended December 31, 2005

APPLICATION OF HONG KONG FINANCIAL REPORTING STANDARDS/CHANGES 1IN
ACCOUNTING POLICIES - continued

Financial Instruments — continued

From January 1, 2005 onwards, the Group has classified and measured its financial asscts and financial
liabilities in accordance with the requirements of HKAS 39, Financial assets under HKAS 39 are classified as
““financial asscts at fair value through profit or loss™, ““available-for-sale financial assets®”, *‘loans and
reccivables” or ‘‘held-to-maturity financial assets’.  Financial liabilitics are generally classified as
“*financial liabilities at fair value through profit or loss™” or **other financial liabilitics

IX}

. Financial liabilitics
al fair valuc through profit or loss are measured at fair value, with changes in fair value being recognised in
profit or loss dircctly. Other financial liabilities arc carricd at amortised cost using the effective interest
method after initial recognition.

Prior to the application of HKAS 39, an interest-free non-current loan from ultimate holding company was
stated at the nominal amount. HKAS 39 rcquires all financial asscts and financial habilitics to be measured at
fair value on initial recognition. Such interest-free loan is measured at amortised cost determined using the
effective interest method at subsequent balance sheet dates. The Group has applied the relevant transitional
provisions in HKAS 39. As a result of this change in the accounting pelicy, the carrying amount of the loan as
at January 1, 2005 has bcen decreased by HK$847.000 in order to state the loan at amortised cost in
accordance with HKAS 39. The Group’s rctained profits as at January 1. 2005 has heen decrcased by
HK$515.000. Capital contribution as at Jaouary 1, 2005 has been increased by HKS$1.362.000, which
represents the deemed contribution from ultimate holding company made on the recognition of the loan.
Protit for the year has been decreased by HKE278,000 duc to the recognition of imputed interest cxpensc (sce
note 3 for financial impact).

Interest in a jointly controlled entity

In previous ycars, interests in jointly controlled entitics were accounted for using the equity method. HKAS
31 “*Intcrests in Jointly Controlled Entities’” allows entitics to usc cither proportionate consolidation or the
cquity method to account for its interests in jointly controlled entities. Upon the application of HKAS 31, the
Group has clected to account for its interest in a jointly controlicd cntity using the equity method as used in
previous years and the adoption of the standard has had no effect on the Group.

SUMMARY OF THE EFFECTS OF THE CHANGES IN ACCOUNTING POLICIES
The effects of the changes in the accounting policies described in note 2 on the results are as follows:

Effect of
adopting 2005 2004
HKS' 000 HKS 000
Non-mmortisation of goodwill
(included in administrative cxpenses) HKFRS 3 3,183 -
Imputed interest expense on non-current
interest-free loan from ultimate holding

company (included in finance costs) HKAS 39 (278) -
Share of results of a jointly controlled entity HKAS 1 - (589)
Incomce tax HKAS 1 - 589
Increase in profit for the year 2,905 -
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3.

NOTES TO THE FINANCIAL STATEMENTS
{(cont’d)

For the vear ended December 31, 2005

SUMMARY OF THE EFFECTS OF THE CHANGES IN ACCOUNTING POLICIES - continued

The cumulative effects of the changes in accounting policies on December 31, 2004 and January 1, 2005 arc
summarised below:

At HKAS 1 At At
December 31, and December 31, January 1,
2004 HKAS27 HKAS17 2004 HKAS 39 1005

(Originally stated) Adjustment Adjustment (Restated) Adjustments  (Restated)
HKS'000 HKS'000 HKS 000 HKS'000 HKS 000 HKS 000

Balance sheet items affected:

Property, plant and equipment 3,012,604 - (104,287) 2908317 - 2,908,317
Prepaid lease payments - - 104,287 104,287 - 104,287
Interest-free portion of loan from

ultimate holding company (8,045) - - (8,045) 847 (7.198)
Total ¢ffects on assets and liabilities 3,004,559 - - 3,004,559 847 3,005,406
Retained profits (876.728) - - (876.728) 515 (876.213)
Capital contribution - - - - (1.362) (1,362)
Minority intercsts - (10,058) - {10,058} - {10,058)
Total effects on equity (876,728} {10.058) - (886.786) {847y  (887.633)
Minority interesis (10,058) 10,058 - - - -

As a result of the application of HKAS | ‘‘Presentation of Financial Statements” and HKAS 27

(R

“*Consotlidated and Scparate Financial Statements’”, minority interests amounting to HK$8,272.000 as at

January 1, 2004 is presented within equity.
POTENTIAL IMPACT ARISING ON THE NEW ACCOUNTING STANDARDS NOT YET EFFECTIVE
The Group has not carly applicd the following new standards and interpretations that have been issued but are

not yet effective. The directors of the Company anticipate that the application of these standards or
interpretations will have no material impact on the financial statements of the Group.

HKAS | {(Amendment) Capital disclosures !
HKAS 19 (Amendment) Actuarial gains and losscs, group plans and disclosures !
HKAS 21 {Amendment) The cffects of changes in foreign exchanges rates —
Net investment in a forcign operation :
HKAS 39 (Amcndment) Cash flow hedge accounting of forecast intragroup transactions ?
HKAS 39 (Amcndment) The fair value option :
HKAS 39 & HKFRS 4 (Amendments) Financial guarantce contracts :
HKFRS 6 Exploration for and ¢valuation of mineral resources :
HKFRS 7 Financial instruments: Disclosures '
HK(IFRIC) - INT 4 Dectermining whether an arrangement contains a lcase :
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NOTES TO THE FINANCIAL STATEMENTS
(cont’d)

For the vear ended December 31, 2005

POTENTIAL IMPACT ARISING ON THE NEW ACCOUNTING STANDARDS NOT YET EFFECTIVE
— continued

HK(IFRIC) — INT 5 Rights to interests arising from decommissioning,
restoration and environmental rehabilitation funds

HE(IFRIC) - INT 6 Liabilities arising from participating in a specific market —
waste electrical and electronic equipment ?

HK(IFRIC) - INT 7 Applying the restatement approach under HKAS 29
**Financial Reporting in Hyperinflationary Economics™ !

Effective for annual periods beginning on or after January [, 2007,

=

Effective for annual periods beginning on or after January 1, 2006.
Effective for annual periods beginning on or after December |, 2005,
Effective for annual periods beginning on or after March 1, 2006.

SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statemenis have been prepared on the historical cost basis exeept for financial
instruments, which are measured at fair values, as explained in the accounting policics set out below.

The consolidated financial statcments have been prepared in accordance with HKFRSs.  In addition, the
consolidated financial statements include applicable disclosures required by the Rules Governing the Listing
of Sccuritics on the Stock Exchange (the **Listing Rules™") and by the Companies Ordinance.

Basis of consolidation

The conselidated financial statements incorporate the financial statements of the Company and its
subsidiaries.

The results of subsidiaries acquired or disposed of during the year are included in the consolidated income
statement from the effective date of acquisition or up to the effective date of disposal, as appropriate.

Where nccessary, adjustments are made to the financial statements of subsidiarics to bring their accounting
policies into linc with those used by other members of the Group.

All intra-group transactions, balances, income and expenses are eliminated on consolidation,

Minority interests in the nect asscts of consolidated subsidiarics are presented scparately from the Group’s
equity therein. Minority intcrests in the nct asscts consist of the amount of thosc interests at the date of the
original business combination and the minority’s share of changes in equity since the date of the combination.
Losscs applicable Lo the minority in cxcess of the minority’s inlerest in the subsidiary’s equity are allocated
against the interests of the Group cxcept to the extent that the minority has a binding obligation and is able to
make an additional investment to cover the losses.

Goodwill
Goodwill represents the excess of the cost of acquisition over the Group’s interest in the fair value of the

identifiable assets, liabilities and contingent liabilities of the relevanmt subsidiary at the date of acquisition.
Such goodwill is carried at cost less any accumulated impairment losscs.

29




NOTES TO THE FINANCIAL STATEMENTS

(cont’d)
For the year ended December 31, 2005

SIGNIFICANT ACCOUNTING POLICIES - continued
Goodwill — continued

For the purposes of impairment icsting, goodwill arising from an acquisition is allocated to cach of the
relevant CGUs, or groups of CGUs, that are expected to benefit from the synergies of the acquisition. A CGU
to which goodwill has been allocated is tested for impairment annually, and whencver there is an indication
that the unit may be impaired. For goodwill arising on an acquisition in a financial year, the CGU 1o which
goodwill has been allocated is tested for impairment before the end of that financial year. When the
recoverable amount of the CGU is less than the carrying amount of the unit, the impairment loss is allocated
to reduce the carrying amount of any goodwill allocated to the unit first, and then 1o the other assets of the
unit pro rata on the basis of the carrying amount of cach assct in the unit. Any impairment loss for goodwill is
recognised directly in the income statement. An impairment loss for goodwill is not reversed in subsequent
periods.

On subscquent disposal of a subsidiary, the attributable amount of goodwill capitalised is included in the
determination of the amount of profit or loss on disposal.

Investments in subsidiaries

[nvestments in subsidiaries are included in the Company’s balance sheet at cost less any identified impairment
losses.

Financial instruments

Financial asscts and financial liabifitics are recognised on the balance sheet when a group entity becomes a
party to the contractual provisions of the instrument. Financial assets and financial liabilities are imitially
measured at fair value. Transaction costs that are directly attributable to the acquisition or issuc of financial
asscts and financial liabilities (other than financial asscts and financial liabilities at fair value through profit
or loss) are added to or deducted from the Ffair value of the financial assets or financial liabilities, as
appropriate, on initial recognition. Transaction costs dircctly attributable to the acquisition of financial assets
or financial liabilitics at fair value through profit or loss are recognised immediately in profit or loss.

(1)  Financial asscts

The Group’s financial assets are classified into loans and receivables.  All regular way purchases or
sales of financial assets arc recognised and derecognised on a trade date basis. Regular way purchases
or sales are purchases or sales of financial assets that require delivery of assets within the time frame
established by regulation or convention in the marketplace. The accounting policics adopted in respect
of the relevant category of financial assets to the Group are set out below.

Loans and receivables
Loans and reccivables are non-derivative financial assets with fixed or determinable payments that are
not quoted in an active market. At each balance sheet date subsequent to initial recognition, loans and

receivables (including loan reccivable, trade and other receivables, bills receivable, trade receivables
due from related companics, amount duc from a jointly controlied entity and bank balances) are carried
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NOTES TO THE FINANCIAL STATEMENTS
(cont’d)

For the vear ended December 31, 2005

5. SIGNIFICANT ACCOUNTING POLICIES - continued

Financial instruments — continued

()

(i)

Financial assets — continued
Loans and receivables — continued

at amortiscd cost using the effective interest method, less any identificd impairment losses.  An
impairment loss is recognised in profit or loss when there is objective evidence that the assct is
impaired, and is measured as the difference between the asset’s carrying amount and the present value of
the estimated future cash flows discounted at the original cffective interest rate. Impairment losses are
reversed in subsequent periods when an increase in the asset’s recoverable amount can be related
objectively to an event occurring after the impairment was recognised, subject 1o a restriction that the
carrying amount of the assct at the date the impairment is reversed does not exceed what the amortised
cost would have been had the impairment not been recognised.

Financial liabilitics and cquity

Financial liabilities and equity instruments issucd by a group cntity arc classified according to the
substance of the contractual arrangements entered into and the definitions of a financial liability and an
cquity instrument.

An equity instrument is any contract that evidences a residual interest in the assets of the group after
deducting all of its liabilities. The accounting policies adopted in respect of financial liabtlitics and
cquity instruments reicvant to the Group arc sct out below,

Financial liabilities

Financial liabilities including trade and other payables, bills payable, amounts due to related companices,
trade payable due to a jeintly controlled entity, bank loans and loans from ultimate holding company are
subsequently measured at amortiscd cost, using the cffective interest rate method.

Equity instruments

Equity instruments issued by the Company are recorded at the proceeds reccived, net of direct issue

Costs.

Property, plant and equipment

Property, plant and cquipment, other than construction in progress, are stated at cost less subsequent

accumulated depreciation and accumulated impairment loss.

Construction in progress is stated at cost which includes all development expenditure and other direct costs

attributable to such projects including borrowing costs capitalised in accordance with the Group's accounting

policy. Construction in progress is not depreciated until completion of construction and the asset is put into
use. The cost of completed construction works is transferred to the appropriate category of assels.

Depreciation is provided to write off the cost of items of property. plant and cquipment, other than

construction in progress, over their estimated uscful lives and after taking into account of their estimated

residual value, using the straight-line method.




NOTES TO THE FINANCIAL STATEMENTS

(cont’d)
For the vear ended December 31, 2005

SIGNIFICANT ACCOUNTING POLICIES - continued
Property, plant and equipment — continued

An ilem of property, plant and equipment is derecognised upon disposal or when no future economic benefits
are expected to arise from the continued use of the assct. Any gain or loss arising on derecognition of the
assel {calculated as the difference between the net disposal proceeds and the carrying amount of the jtem) is
included in the income statement in the year in which the item is derecognised.

Jointly controlled entity

Joint venture arrangement that involves the cstablishment of a separate entity in which venturers have joint
control over the cconomic activity of the entity is referred Lo as a jointly controlled entity.

The results and asscts and liabilitics of the jointly controlled entity are incorporated in the consolidated
financial statements using the equity method of accounting. Under the equity method, investment in a jointly
controlled entity is carried in the consolidated balance sheet at cost as adjusted for post-acquisition changes in
the Group's share of the profit or loss and of changes in equity of the jointly controlled entity, less any
identified impairment loss. When the Group’s share of losses of a joinly controlled entity equals or excceds
its interest in that joinily controlled entity, the Group discontinues recognising its share of further losses.

When a group entity transacts with a jointly controlled cntity of the Group, unrealised profits or losses arc
climinated to the extent of the Group’s interest in the jointly controlled cntity, except to the cextent that
unrealised losses provide cvidence of an impairment of the asset transferred, in which case, the full amount of
losscs is recognised.

Intangible assets

On initial recognition. intangible assets acquired are recognised at cost, After initial recognition, intangible
assets with finite uscful lives are carried at costs less accumulated amortisation and any accumulated
impairment loss. Amortisation for intangible asscts with finite useful lives is provided on a straight-linc basis
over their estimated uscful lives.

Gains or losses arising from derecognition of an intangible assct are measured at the difference between the
net disposal proceeds and the carrying amount of the asscl and arc recognised in the income stalement when
the asset is derecognised.

Research and development expenditure

Expenditure on rescarch activitics is recognised as an expense in the period in which it is incurred.

An internally-gencrated intangible asset arising from development expenditure is recognised only if it is
anticipated that the development costs incurred on a clearly-defined project will be recovered through future
commercial activity. The resultant asset is amortised on a straight-line basis over its useful life, and carried at

cost less subsequent accumulated ameortisation and any accumulated impairment loss.

Where no internally-gencrated intangible asset can be recognised, development expenditure is charged to
profit or loss in the peried in which it is incurred.
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NOTES TO THE FINANCIAL STATEMENTS
(cont’d)

For the year ended December 31, 2005

SIGNIFICANT ACCOUNTING POLICIES - continued
Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is calculated using the weighted
average method.

Impairment losses, other than goodwill

At each balance sheet date, the Group revicws the carrying amounts of its tangible and intangible assets to
determine whether there is any indication that thosc assets have suffered an impairment loss. If the
recoverable amount of an assct is estimated Lo be less than its carrying amount, the carrying amount of the

asset is reduced to its recoverable amount. An impairment loss is recognised as an expensc immediately.

Where an impairment loss subscquently reverses, the carrying amount of the asset is increased to the revised
estimate of its recoverable amount, but so that the incrcased carrying amount does not exceed the carrying
amount that would have been determined had no impairment loss been recognised for the asset in prior years.

A reversal of an impairment loss is recognised as income immediately.
Taxation
Income tax cxpense represents the sum of the tax currently payable and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit ditfers from profit as reported
in the income statement becausc it excludes items of income or expensc that are taxable or deductible in other
years and it further excludes items that are never taxable or deductible. The Group’s liability for current tax is
calculated using tax rates that have been enacted or substantially enacted by the balance sheet date.

Deferred tax is recognised on differences between the carrying amounts of assets and liabilities in the
consolidated financial statemenis and the corresponding tax basc used in the computation of taxable profit,
and is accounted for using the balance sheet liability method. Deferred tax liabilities arc generally recogniscd
for all taxable temporary differences and deferred tax asscts are recognised to the extent that it is probable that
taxable profits will be available against which deductible temporary differences can be utilised. Such assets
and liabilitics arc not recognised if the temporary difference arises from goodwill or from the initial
recognition (other than in a busincss combination) of other asscts and liabilities in a transaction that affects
neither the taxable profit nor the accounting profit.

Deferred tax liabilitics are recognised for taxable temporary differences arising on investments in subsidiaries
and intcrests in joint venturcs, except where the Group is able to control the reversal of the temporary
difference and it is probable that the temporary difference will not reverse in the foresceable future.

The carrying amount of deferred tax asscts is reviewed at each balance sheet datc and reduced to the cxtent
that it is no longer probable that sufficient taxable profits will be available to allow all or part of the asset to
be recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is settled

or the asset is realised. Deferred tax is charged or credited to profit or loss, except when it rclates to items
charged or credited directly to equity, in which case the deferred tax is also dealt with in cquity.
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NOTES TO THE FINANCIAL STATEMENTS
{(cont’d)

For the year ended December 31, 2005

SIGNIFICANT ACCOUNTING POLICIES — continued
Sharc-based payment transactions

Equity-scttled sharc-based payment transactions

Share options granted to employees of the Company and its subsidiaries

The fair valuc of scrvices received determined by reference to the fair value of share options granted at the
grant date is expenscd on a straight-linc basis over the vesting period, with a corresponding increase in cquity
{the **sharc option reserve’’).

At the time when the share options arc cxercised, the amount previously recognised in sharc option reserve
will be transferred to share premium. When the share options are forfeited or are still not cxercised at the
cxpiry date, the amount previously recognised in share option reserve will be transferred (o retained profits.

Share options granted to consultants

Share options issucd in exchange for services are measured at the fair values of the services received. The fair
values of the services received are recognised as cxpenses immediately, unless the services qualify for
recognition as asscts. Corresponding adjustment will be made to the sharc option reserve.

Revenue recognition

Revenue represents the fair value of the amounts received and receivable for goods sold and scrvices rendered
by the Group to outside customers, and is stated net of value-added tax and sales returns.

Sales of goods are recognised when goods are delivered and title has passed.
Service income is recognised when services are rendered.

Interest income from a financial assct is accrued on a time basis, by reference to the principal outstanding and
at the cffective interest rate applicable, which is the rate that exactly discounts the estimated future cash
receipts through the expected life of the financial assct to that asset’s net carrying amount,

Dividend income from investments is recognised when the sharcholders” rights to receive payment have been
established.

Forcign currencies

In preparing the financial statements of cach individual group entity, transactions in currencics other than the
functional currency of that cntity (“‘forcign currencics’’) are recorded in its functional currency (i.e. the
currency of the primary cconomic environment in which the cntity operates) at the rates of exchanges
prevailing on the dates of the transactions. At each balance sheet date, monetary items denominated in foreign
currencies are retranslated at the rates prevailing on the balance sheet date. Non-monetary items carried at
fair value that arc denominated in foreign currencies are retranslated at the rates prevailing on the date when
the fair value was determined. Non-monetary items that are measurcd in terms of historical cost in a foreign
currency are not retranslated.
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NOTES TO THE FINANCIAL STATEMENTS

(cont’d)
For the vear ended December 31, 2005

SIGNIFICANT ACCOUNTING POLICIES - continued
Foreign currencies — continued

Exchange differcnces arising on the settlement of monctary items, and on the translation of monetary items,
arc recogniscd in profit or loss in the period in which they arisc, except for exchange differences arising on a
monetary item that forms part of the Group’s netl investment in a foreign operation, in which case, such
cxchange differences are recognised in equity in the consolidated financial statements.

For the purposes of presenting the consolidated financial statements, the assets and liabilities of the Group's
forcign operations are translated into the presentation currency of the Company (i.e. HKD) at the rate of
exchange prevailing at the balance sheet date, and their income and expenses are translated at the average
exchange rates for the year, unless exchange rates fluctuate significantly during the period, in which casc, the
exchange rates prevailing at the dates of transactions arc used. Exchange differences arising, if any, are
recognised as a separate component of equity (the “‘translation reserve’). Such exchange differences are
recognised in profit or loss in the period in which the forcign operation is disposed of.

Goodwill and fair value adjustments on identifiable asscis acquircd arising on an acquisition of a forcign
operation on or after January 1, 2005 are treated as asscts and liabilitics of that forcign operation and
translated at the ratc of exchange prevailing at the balance sheet date. Exchange differences arising are
recognised in the translation reserve.

Operating leases

Rentals payable under operating leases are charged to profit or loss on a straight-line basis over the term of the
relevant lease. Benefits received and receivable as an incentive 1o enter into an operating lease are recogniscd
as a reduction of rental expense over the lease term on a straight-line basis.

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, are
capitalised as part of the cost of those assets. Capitalisation of such borrowing costs ceases when the assets
are substantially ready for their intended usc or sale. Investment income earned on the temporary investment
of specific borrowings pending their expenditure on qualifying assets is deducted from the borrowing costs
cligible for capitalisation.

All other borrowing costs are recognised in profit or loss in the period in which they are incurred.

Retirement benefit costs

Payments to the Mandatory Provident Fund Scheme and statc-managed retirement benefits scheme arc charged

as an expense as they fall due.
KEY SOURCES OF ESTIMATION UNCERTAINTY

In the process of applying the Group’s accounting policics described in note 5, management makes various
cstimates based on past experiences, expectations of the future and other information. The key sources of
¢stimation uncertainty that may significantly affect on the amounts recognised in the financial statements arc
discloscd below:
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NOTES TO THE FINANCIAL STATEMENTS
(cont’d)

For the vear ended December 31, 2005

KEY SOURCES OF ESTIMATION UNCERTAINTY - continued
Impairment of trade debts

The provisioning policy for bad and doubtful debts of the Group is based on the evaluation of collectability
and aged analysis of accounts and on management’s judgement. A considerable amount of judgement is
requircd in asscssing the ultimate realisation of thesc receivables, including the current creditworthiness and
the past collection history of each customer. If the financial conditions of customers of the Group are to
deteriorate, resulting in an impairment of their ability to make payments, additional impairment may be
required. As at December 31, 2005, the carrying value of trade reccivables net of allowances was
HK$376.192,000.

Allowances for inventories

The management of the Group reviews the inventories listing on a product-by-product basis at each balance
sheet date, and makes allowance for obsolete and slow-moving inventory items identificd that are no longer
suitable for usc in production. The management estimates the net realisable value for such finished goods and
work-in progress based primarily on the latest invoice prices and current market conditions. If the conditions
of inventories are to deteriorate, resulting in an allowance of recoverable amounts, additional allowances may
be required. As at December 31, 20085, the carrying value of inventories was stated at cost and approximately
HK$756,053,000.

Impairment of goodwill

Determining whether goodwill is impaired requires an estimation of the value in use of the CGUs to which
goodwill has been allocated. The value in use calculation requires the Group to estimate the future cash flows
cxpected to arise from the CGU and a suitable discount rate in order to calculate the present value. Where the
actual cash flows arc less than cxpected, impairment loss may arisc. At the balance sheet date, the directors
assessed the need to provide impairment loss on the goodwill and the carrying amount of the goodwill was
sustained by the result.

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The Group’s major financial instruments include trade receivables, bills receivable, cash and cash cquivalents,
trade payables, bills payable and bank loans. Details of thesc financial instruments arc disclosed in respective
notcs. The risks associated with these financial instruments and the policics on how to mitigate these risks are
s¢t out below. The management manages and monitors these exposurcs o cnsure appropriate measures are

implementced on a timely and cffective manner.
Credit risk

The Group’s maximum exposure to credit risk in the event of the counterparties failure to perform their

obligations as at Dccember 31, 2005 in rclation to cach class of recognised financial assets is the carrying
amount of thosc asscts as stated in the consolidated balance sheet. In order to minimise the credit risk, the
management has implemented internal control procedures for determination of credit limits, credit approvals

and othcer monitoring procedures to cnsure that follow-up action is taken to recover overdue debts. In
addition, the Group rcviews the recoverable amount of cach individual trade debt at each balance sheet date to
ensure that adequate impairment losses are made for irrecoverable amounts. In this regard, the dircctors of the
Company consider that the Group's credit nisk is significantly reduced.

The credit risk on liquid funds is limited becausce the counterpartics are banks with good reputation.
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FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES - continued
Liquidity risk

Prudent tiquidity risk management implies maintaining sufficient cash and the availability of funding through
an adequate amount of committed credit facilities. The Group aims at maintaining the flexibility in funding
by arranging banking facilities and other external financing. Therefore, the risk is considered minimal.

Foreign exchange risk

The Group mainly operates in the PRC with most of the transactions denominated and settled in Renminbi
(**RMB”"). Though scvceral subsidiarics of the Company have forcign currcncy sales, mainly in United States
Dollars and Euro Dollars, which expose the Group to foreign currency risk, the directors consider that the risk
is minimal to the Group at current stage. The Group currently does not have a foreign currency hedging
policy. However, the management will monitor foreign exchange exposure closely and consider the usage of

hedging instruments when the need ariscs.
Interest rate risk

The Group’s fair valuc interest rate risk relates primarily to fixed-rate bank leans (see note 30 for details of
these loans), which are raised from the banks in the PRC. In relation to these fixed-rate loans, the Group aims
to keep loans at rates that are comparable to thosc in the markct. In order to achicve this result, the Group
negotiated with the banks and entered into various revolving loans such that the interest rate associated with
the loans is more or less variable. In this regard, the directors of the Company consider that the Group’s fair
valuc interest rate risk is minimised.

REVENUE AND SEGMENT INFORMATION

Revenue represents the net amounts received and receivable for goods sold and services rendered by the Group
to outside customers, and is stated nct of valuc-added 1ax and sales returns during the year.

In accordance with the Group’s internal financial reporting, the Group has determined that busincss segments
are ils primary reporting format and geographical segments are its secondary reporting format.

Business segments
The Group reports its primary segment information by products which are bulk drugs, including penicillin

series, cephalosporin series and vitamin C series, finished drugs and others. Segment information about these
products is presented below:
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8. REVENUE AND SEGMENT INFORMATION — continued

For the year ended December 31, 2005:

Bulk Drugs
Penicillin - Cephalosporin Vitamin € Finished
series series series Drugs Others  Eliminations  Consolidated
HKS'000 HKS§'000 HKS'000) HKS'600 HKS 000 HKS'000 HKS'000
REVENUE
External sales 525091 835,131 692,507 1,109,971 9,365 - 3,192,065
Inter-scgment sales 219,615 137,039 - - - (356,654) -
TOTAL REVENUE 744,706 992,170 692,507 1,109,97] 9,365 (356,034) 3,192,063
Inter-scgment sales are charged at prevailing market rates.
SEGMENT RESULTS (9,220) 117,849 87,840 63,131 {(21,728) 237872
Unallocated corporate
cxpenses (19,642)
218,230
Share of results of a jointly
controlled entity (1,099) {1,099)
Finance costs (68,139)
Profit before tax 148,992
Income tax 7.301
Profit for the year
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NOTES

TO THE FINANCIAL STATEMENTS

For the year ended December 31, 2005

REVENUE AND SEGMENT INFORMATION - continued

(cont’d)

The following is an analysis of the carrying amount of scgment assets and segment liabilitics, analysed by

products:

At December 31, 2005;

Bulk Drugs

Peniciltin - Cephalosporin

series series
HKS 000 HKS 000
ASSETS
Segment assets 1,676,073 1,161,005
Interest in a jointly controlled entity
Unallocated corporate assels
Consolidated total assets
LIABILITIES
Scgment liabilities 339,974 194,934
Unallocated corporate liabilitics
Consolidated total liabilities
For the year ended December 31, 2005:
Bulk Drugs
Penicillin  Cephalosporin Yitamin C
series seTies seTies
HKS 000 HKS' 000 HES'000
OTHER INFORMATION
Capital additions 292,576 23,469 78,621
Depreciation and
amortisation %2215 90,086 64,235
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Vitamin C
series
HK3'000

1,314,016

251,026

Finished
Drugs
HKS'000

37424

20,037

Finished
Drugs
HK3 000

919,060

536,860

Qthers
HKS'000

106,507

9,346

Others
HKS 006

242,235
24,086

46,331

Consolidated
HKS 000

5,312,389
24,086
43.304

5,379,779
1,369,125

1,515,126

2.884.251

Unallocated

corporate Cansolidated
HKS 000 HKS 000

3 539,000

596 266,515
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For the yvear ended December 31, 2005

REVENUE AND SEGMENT INFORMATION - continued

For the year ended December 31, 2004:

(cont’d)

Bulk Drugs
Penicillin  Cephalosporin Vitamin C Finished
series series series Drugs Others  Eliminations  Consolidated
HES 000 HKS'000 HKS 000 HKS 000 HKS'000 HKS'000 HKS'000
(Restated)
REVENUE
External sales 360,782 504,670 626,124 947.785 11,288 - 2,450,649
Inter-segment sales 184.779 90,872 - - - (275.651) -
TOTAL REVENUE 545,561 $95.542 626.124 947.785 11,288 (275.651) 2,450,649
[nter-segment salcs are charged at prevailing market rates.
SEGMENT RESULTS 5,307 14,625 189,694 67,965 {4.326) 293265
Unallocated corporate
gxpenses (20.148)
73
Share of results of a jointly
conirolled entity 3419 3,419
Finance costs (27.95%)
Profit before tax 248,577
[ncome tax (3.185)
Profit for the year

245,392




NOTES TO THE FINANCIAL STATEMENTS

For the year ended December 31, 2005

REVENUE AND SEGMENT INFORMATION - continued

(cont’d)

The following is an analysis of the carrying amount of scgment asscts and segment liabilitics, analysed by

products:

At December 31, 2004

Bulk Drugs

Penicillin - Cephaloesporin

series series
HKS'000 HKS 600
ASSETS
Segment assets 1,347,706 991,293
Interest in a jointly controlled entity
Unallocated corporate assets
Consolidated total assets
LIABILITIES
Segment liabilities 249,335 238,228
Unallocated corporate liabilities
Consolidated total liabilities
For the year ended December 31, 2004
Bulk Drugs
Penicillin Cephalasporin Yitamin C
series series series
HKS'000 HKS000 HKS 000
OTHER INFORMATION
Capital additions 660,978 230,017 426,620
Depreciation and
amortisation 48,617 67811 42,377
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Vitamin C
series
HKS'600

1,241,475

280,761

Finished
Drugs
HKS$'000

85,929

22,804

Finished
Drugs
HKS'000

306,552

511,793

Others
HK$'000

72,062

1,570

CGthers
HKS'000

188,427
24,654

24,970

Unallocated
corporate
HKS'000

645

Consolidated
HKS 000

4,575 453
24,654
107,139
4,707,246
1,305,087

1,133,062

2,438,149

Consolidated
HK3°000

1,475,636

183,824




NOTES TO THE FINANCIAL STATEMENTS
(cont’d)

For the vear ended December 31, 2005

8. REVENUE AND SEGMENT INFORMATION - continued

Geographical segments

The Group’s operatious are located in the PRC, and the following table provides an analysis of the Group’s
sales by geographical market:

Revenue

2005 2004

HKS’000 HK$'000

The PRC 2,325,016 1,793,805
Asia other than the PRC 408,984 268,898
Europe 252,810 188,396
America 175,927 171,874
Others 29,328 27,676
3,192,065 2,450,649

Analysis of carrying amounts of segment assets, and additions to property, plant and equipment and intangible
asscts arc not presented as over 90% of the amounts involved are located in the PRC.

9, FINANCE COSTS

2005 2004
HK3 000 HK§'000
Interest on:
— bank loans wholly repayable within five years 53,326 13,937
— loan from ultimatec holding company wholly repayable
within five years (note 28) 1,651 3,283
— bills receivable discounted without recourse 14,705 12,714
Bank loan arrangement fees 5,180 1,364
Imputed interest ¢xpense on non-current interest-frec loan
from ultimate holding company {(note 31) 278 -
Total borrowing costs 75,140 31,298
Less: interest capitalised in construction in progress (7,001) (3,339
68,139 27,959

Borrowing costs capitalised during the year arose on the gencral borrowing pool and are calculated by

applying a capitalisation rate of 4.5% (2004: 2.6%) to expenditure on qualifying assets.
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11.

NOTES TO THE FINANCIAL STATEMENTS

For the vear ended December 31, 2005

PROFIT BEFORE TAX

Profit before tax has been arrived at after charging (crediting):

Employcc benefits expenscs including those of directors
Contribution to retirement benefits schemes including those of directors

Total employee benefits expenses including those of directors

Amortisation (included in administrative expenses) of:
— intangible asscts
— goodwill
Dcpreciation of property, plant and equipment
Amortisation of prepaid lease payments

Toual depreciation and amortisation

Auditors’ remuneration

Cost of inventories recognised as an cxpensc

Loss on disposal of property, plant and cquipment

Rescarch and development expenscs

Share of tax of a jointly controlled cntity {included
in share of results of a jointly controlled entity)

Interest income

INCOME TAX

The tax (credit) charge comprises:

PRC Entcrprisc Income Tax
— current year
— overprovision in prior ycars
- tax credits/refunds

(cont’d)

2005 2004
HK$'000 HKS 000
(Restated)

229,034 189,938
41,222 36,470
270,256 226,408
16,585 12,405

- 3,183
245,456 162,621
4,474 5,615
266,515 183,824
1,600 1.480
2,498,501 1,819,804
15,780 5,553

6,217 4,501

- 589
(2,687 (2.454)
2005 2004
HKS'000 HKS 000
(Restated)

19,335 36,711
(3,813) (11,393)
(22,823) (22,133)
(7,301) 3,185

No Hong Kong Profits Tax is payablc by the Company nor its Hong Kong subsidiaries since they either had no

asscssable profits or incurred tax losses for both years,
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NOTES ToO THE FINANCIAL STATEMENTS
(cont’d)

For the vear ended December 31, 2005

INCOME TAX - continued
Taxation arising in other jurisdictions is calculated at the rate prevailing in the relevant jurisdictions.

Pursuant to the relevant laws and regulations in the PRC, certain PRC subsidiarics of the Company are cntitled
to exemption and relief from PRC income tax starting from their first profit-making years.

In addition, pursuant to approvals granted by the relevant tax authoritics, certain of the Company’s
subsidiaries were granted tax credits/refunds which were mainly derived from the following activitics:

a) Two subsidiaries of the Company were entitled to tax refunds on the basis that such subsidiaries have,
instead of making distributions to its foreign sharcholders, re-invested certain distributable reserves as
capital contributions to two PRC subsidiarics sct up in previous years.

b)  Tax credits resulted from the purchase of plant and cquipment manufactured in the PRC by certain
subsidiaries of the Company. The tax credits are calculated with reference to 40% of the cost of the
qualifying plant and equipment approved by the rclevant tax authority. Such credits can be used to
offsct against current and future tax charges of the subsidiaries, subject to certain conditions as
specified in each approval document from the relevant tax authorities.

The income tax for both ycars represents income tax provision which has taken into account of the
above-mentioned tax incentives.

The tax (credit) charge for the year can be reconciled to the profit before tax per the consolidated income
statement as follows:

2005 2004
HKS 000 HK$'000
(Restated)
Profit before tax 148,992 248,577
Tax at the domestic income tax rate of 27% (2004: 27%) 40,228 67,116
Tax effect of income not taxable for tax purposc (2,006) (394)
Tax cffect of expenses not deductible for tax purpose 25,839 13,632
Tax cffect of share results of a jointly controlled entity 297 (923)
Tax effect of tax losses not recognised 11,368 23
Uulisation of tax losses previously not recognised (23) -
Effect of tax exemption and relief granted to PRC subsidiarics (56,410) (29.117)
Effect of different tax rates of subsidiaries operating in other jurisdiction 42 {13,626)
Tax credits/refunds granted to PRC subsidiaries {22,823) (22,133)
Owverprovision in respect of prior years (3,813) (11,393)
Tax {credit) charge for the year (7,301) 3,185

At the balancce sheet date, the Group had unused tax losses of HK$51,376,000 (2004: HK$69,000) available for
offsetl against futurc profits. No deferred tax asset has been recognised in respect of such losses due to the
unpredictability of future profit strecams, The unrecognised tax losses will expire in 2010,

There was no other significant unprovided deferred taxation for the year or at the balance sheet datc.

44




12,

NOTES TO THE FINANCIAL

STATEMENTS

For the vear ended December 31, 2005

DIRECTORS® EMOLUMENTS

The cmoluments paid or payable to each of the 13 (2004: 11} dircctors were as follows:

2005

Fegs
Cther emoluments:
Salaries and other benefiis
Contribution to retirement
benefits schemes
Performance related incentive

pavments

Total emoluments

2004

Fees
(hher emoluments:
Salaries and other benefits
Contribution Lo retirement
benzfits schemes
Performance relaed inentive

paments

Total emoluments

Cai
Dong  Ding
Chen ErGang

RESO00 HKS'O00 AKSO00 HES'O00 HES'G00 HESOO0D AES'O00

Wei
FuMin

Yue Jin

I
Jian

Ming

Tu
Shi Az

Feng  Chak
Lhen Kin
Yieg  Mum

Lee
Ka S,

Carnselo

Huo
Then
Ying

HES000 HKVO00 AKS0H0

(cont’d)

Guo Chan Sin

il Shi - Keang,
Meulia  Chang  Leonard

Total

BRYE0G HES'090 HES'00R HKE0H0

il i ol 80 ib 0 0 i 0 i ] 80 1 “
LTSI (| Y ] 17 n 12 206 i1 - - - - -
Y 14 mn 1 ¢ S ! § - - - - - 37
00 1,000 130 w 13} 158 1% b - - - - - 1%
39 190 e 1 36l i % 12 M ot 0 i 1 1153
Cai Feng Lee Huo Chan Siu
Dang Ding Wei Zhen Quli  KaSz, Ihen Qi GuoSki  Keung,
Cher  ErGang  FuMin  Yoelin Ying  Guang  Carmelo Mg Mo lia Chang  Leonard Total
AKSO00  HKSO06 AKSO00  HKSU00  HKSU00  HKSOO0  HESOM RRSOM9  RKSU00  RESTO0 HKS'000 HKSOM
ol &0 60 60 60 - H ot i 80 &0 70
238 1753 1848 ] 1% 00 - - - - - 6,897
b/ o7 1 10 3 - - - - - - it
0 550 530 155 178 - - - - - - LI5
3,054 2430 5% i 42 500 Hp 80 50 & 6 1000

No directars waived any emoluments in the vears ended December 31, 2005 and 204,
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NOTES TO THE FINANCIAL STATEMENTS
(cont’d)

For the year ended December 31, 2005

EMPLOYEES’ EMOLUMENTS

Of the five individuals with the highest cmoluments in the Group, four (2004: four) were directors of the
Company during the whole year of 2005 whose emoluments are included in note 12 above. The emoluments

of the remaining individual who was appointed as an executive dircctor of the Company during the year were

as follows:
2005 2004
HK$'600 HKS 000
Director’s fee 5 —
Salarics and other benefits 820 689
Contributions to retirement benefits scheme 74 34
Performance related incentive payments 300 200
1,199 923
DIVIDEND

No dividend was proposed by the directors for the years ended December 31, 2005 and 2004,

An amount of HK$107,669,000 was paid in 2004 in respect of the final dividend of HK7.0 cents per share for
the year ended December 31, 2003.

EARNINGS PER SHARE
The calculation of the basic earnings per share attributable to the cquity holders of the Company for the year
cnded December 31, 2005 is based on the profit for the year of HK$156,518,000 (2004: HK$245,011,000) and

the 1,538,124,661 shares (2004: 1,538,124,661 sharcs) in issue during the year.

No diluted earnings per share is prescented for the years ended December 31, 2005 and 2004 as there was no

potential ordinary shares in issue during both years.
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NOTES TO THE FINANCIAL STATEMENTS

(cont’d)
For the vear ended December 31, 2005
PROPERTY, PLANT AND EQUIPMENT
Furniture,
fixtures
Buildings Plant and and office Motor  Construction
in the PRC machinery equipment vehicles in progress Total
HKS 000 HKS'000 HKS 000 HKS'000 HKS 000 HKS 000

THE GROUP
COST
At January |, 2004 350.889 1,414,128 4311 11,233 359,820 2,140,381
Additions 6,937 63,326 6,476 3,199 1,366,828 1,446,766
Transfers 148,849 735.766 10 - (884.625) -
Disposals (4,410 {15.000) (18} (2.641) - (22.069)
At December 31, 2004 502,265 2,198,220 10,779 11,791 842,023 3,565,078
Exchange adjustments 11,535 50,4853 163 248 19,335 81,766
Additions 5292 31,603 1.561 7,075 429,943 475,474
Transfers 322,330 866,447 932 - (1,189,709) -
Disposals (955) (38,107} (1,770 (3,304) - (44,136)
At December 31, 2003 840,467 3,108,648 11,665 15,810 101,592 4,078,182
DEPRECIATION
At January |, 2004 49,300 446,327 1,109 6,937 - 504,173
Provided for the year 19,587 139,766 1,396 1,872 - 162.621
Eliminated on disposals (489) {8.625) (13) (906) - (10.033)
At December 31, 2004 68.898 577468 2,492 7,903 - 656.761
Exchange adjustments 2,135 16.601 62 204 - 19,002
Provided for the year 32.208 208.461 2,191 2.596 - 245456
Eliminated on disposals (842) (17.07hH (419) (1.648) - (19,986)
At December 31, 2005 102,399 785.453 4326 9,055 - 901,233
CARRYING VALUES
At December 31, 2005 738.068 2,323,195 7339 6,753 101,592 3.176.949
At December 31, 2004 433,367 1,620,752 8.287 3,888 842,023 2,908,317

At December 31, 2005, borrowing cost of HK$7,001,000 (2004: HK$3,339,000) was capitalised and included
in construction in progress.

Certain buildings crected on the lands of the Group in the PRC were not granted formal title of their
ownership. At December 31, 2005, the net book value of buildings in the PRC for which the Group had not
been granted formal title amounted to HK$483,425,000 (2004: HK$186,846,000). In the opinion of dircctors,
the absence of formal title does not impair the value of the relevant buildings. The dircctors also believe that

formal title to these buildings will be granted to the Group in due course.
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NOTES TO THE FINANCIAL STATEMENTS

(cont’d)
For the vear ended December 31, 2005
16. PROPERTY, PLANT AND EQUIPMENT - continued
Furniture,
fixtures
and office Motor
equipment vehicles Total
' HKS'000 HKS 000 HKS'000
|
| THE COMPANY
I
COST
At January [, 2004 2,192 1,005 3,197
| Additions 30 - 30
At December 31, 2004 2,222 1,005 3,227
Additions 3 - 3
At December 31, 2005 2,225 1.005 3,230
DEPRECIATION
At January 1, 2004 221 653 874
Provided for the year 444 201 645
At December 31, 2004 665 854 1.519
Provided for the ycar 445 151 596
At December 31, 2005 1,110 1,005 2,115
CARRYING VALUES
At December 31, 2005 1,115 - 1,115

At December 31, 2004 1,557 151 1,708

The above items of property, plant and equipment, other than construction in progress, are depreciated on a
straight-line basis at the following rates per annum:

Buildings in the PRC 3.3% - 5%
Plant and machinery 5% — 10%
Furniture, fixtures and office equipment 20%
Motor vehicles 20%

17. PREPAID LEASE PAYMENTS

The Group's prepaid lease payments of HK$159,086.000 (2004: HK$104,287.000) represent leasehold land in
the PRC held under medium-term lease. An amount of HK$4,474,000 (2004: HK$2.837,000) is classificd
under current assels for reporting purposc.
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NOTES TO THE FINANCIAL STATEMENTS

For the vear ended December 31, 2005

INVESTMENTS IN SUBSIDIARIES

Unhisied investment, at cost

2005
HKS$'000

1,202,052

(cont’d)

2004
HKS 000

1,161,737

Particulars of the Company’s subsidiarics as at December 31, 2005 are set out in note 40.

AMOUNTS DUE FROM SUBSIDIARIES/AMOUNT DUE TO A SUBSIDIARY

The amounts arc unsccured, interest-free and repayable on demand. The directors consider that the carrying

amount of the balances approximates their fair value.

INTANGIBLE ASSETS

Technical Development Utility
know-how costs rights Total
HKS 000 HKS§'000 HKS'000 HKS'000

THE GROUP
COST
At January 1, 2004 55,299 20,906 56,659 132,864
Additions 9,760 - 12,164 21,924
At December 31, 2004 65,059 20,906 68,823 154,788
Exchange adjustments 1,494 480 1,581 3,555
Additions 6,521 - - 6,521
At December 31, 2005 73,074 21,386 70,404 164,864
AMORTISATION
At January 1, 2004 41,026 8,007 23,400 72,433
Chargce for the year 5,290 842 6,273 12,405
At December 31, 2004 46,316 8,849 29,673 84,838
Exchange adjustments 855 553 800 2,208
Charge for the year 7.127 2,536 6.922 16,585
At December 31, 2005 54,298 11,938 37.395 103,631
CARRYING VALUES
At December 31, 2005 18,776 9.448 33.009 61,233
At December 31, 2004 18.743 12.057 39.150 69,950
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NOTES TO THE FINANCIAL STATEMENTS
(cont’d)

For the year ended December 31, 2005

INTANGIBLE ASSETS - continued

Included in development costs, an amount of HK$3,682,000 (2004: HK$3,600,000) was internally generated
whilc all other intangible assets of the Group were acquired from independent third partics.

The above intangible assets have definite uscful lives and arc amortised on a straight-line basis over the
following periods:

Technical know-how 5 to 10 years
Decvelopment costs 3 to 5 years from datc of commencement of commercial operation
Udility rights 10 years

Utility rights represent up-front non-refundable payment 1o securc the rights to use electricity in the PRC over

10 years.
GOODWILL
HK$ 000

COST
At January 1, 2004 and 2005 63,661
Elimination of accumulatcd amortisation

upon the application of HKFRS 3 (note 2) ' (7,897)
At December 31, 2005 35,764
AMORTISATION
Al January 1, 2004 4,714
Charge for the year 3,183
At January 1, 2005 7,897
Elimination of accumulated amortisation

upon the application of HKFRS 3 (note 2) (7.897)
At Dccember 31, 2005 -
CARRYING VALUES
At December 31, 2005 55,764
At December 31, 2004 55,764

Particulars regarding impairment testing on goodwill are disclosed in note 22.

Until December 31, 2004, goodwill had been amortised on a straight-line basis over its estimated uscful life of

20 ycears.
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NOTES TO THE FINANCIAL STATEMENTS
(cont’d)

For the year ended December 31, 2005

IMPAIRMENT TESTING ON GOODWILL

For the purpose of impairment testing, the Group's goodwill as sct out in note 21 has been allocated to a CGU,
representing the business segment of finished drugs of the Group.

During the year ended December 31, 2005, management of the Group determines that there is no impairment
of the above-mentioned CGU containing the goodwill. The basis of the recoverable amount of the CGU and
its major underlying assumptions arc summarisced below:

The recoverable amount of this unit has been determined based on a value in usc calculation. That calculation
uscs cash flow projections based on financial budgets approved by management covering a 5-year period, and
a discount rate of 4.13%, with zero growth. Another key assumption for the value in use calculations is the
budgeted gross margin, which is determined based on the unit’s past performance and management’s
expectations for the market development. Management believes that any reasonably possible change in any of
these assumptions would not cause the aggregate carrying amount of the CGU to cxeced its aggregate

recoverable amount.

INTEREST IN A JOINTLY CONTROLLED ENTITY

THE GROUP
2005 2004
HKS$'000 HK S 001
Share of net assets 24,086 24,654

At December 31, 2003, the Group held 50% of the registered capital of Hebei Huarong Pharmaccutical Co..
Ltd. (*'Huarong™") which is a sino-foreign equity joint venture company cstablished in the PRC to manufacture
and sell vitamin B12 products.

The summarised financial information in respect of the Group’s jointly controlled entity which is accountcd
for using the equity method is set out below:

2005 2004

HKS$'000 HKS 000

Current asscts 66,494 90,259
Non-current assels 111,546 65.954
Current liabilities (106,882) (77,752)
Non-current liabilities (24,913) (31,081
[ncome 16,041 22.419
Expcnses 18.240 15.581

51



24,

25,

26.

NoTES ToO THE FINANCIAL STATEMENTS
(cont’d)

For the year ended December 31, 2005

LOAN RECEIVABLE

The loan is unsecured, carries at an interest rate of 6.435% (2004: 6.435%) per annum and is repayable as

follows:
THE GROUP

2005 2004
HKS'000 HK$'000
Within one ycar 670 795
Between one to two years - 655
670 1,450

Less: Amount receivable within one year
shown under current assets (670) (795)
Amount receivable after one year - 655

The dircctors consider that the carrying amount of the Group’s loan receivable approximates its fair value.
PLEDGED BANK DEPOSITS

At December 31, 2005, pledged bank deposits classified under non-current assets of HK$2,428,000 (2004:
HK$9,416,000) were pledged to banks to secure banking facilitics granted to the Group for the acquisition of

property, plant and equipment.

At December 31, 2004, pledged bank deposits classified under current assets of HK$7,282,000 were pledged
to banks to sccure banking facilities granted to the Group.

The directors consider that the carrying amount of the Group’s pledged bank deposits approximates to its fair

value.
INVENTORIES
THE GROUP

2005 2004
HKS$'000 HKS$'000
Raw materials 82,754 84,049
Work in progress 199,186 175,030
Finished goods 474,113 193,776
756,053 452,855

At the balance sheet date, all inventorics arc stated at cost.
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NOTES TO THE FINANCIAL STATEMENTS
(cont’d)

For the vear ended December 31, 2005

TRADE AND OTHER RECEIVABLES

The Group allows a credit period from 30 days to 90 days to its trade customers. The following is an aged
analysis of trade receivables net of allowances at the balance sheet date:

THE GROUP
2005 2004
HK$000 HKS 000
0 10 90 days 353,927 334,482
91 10 180 days 24,436 20,719
181 to 365 days 829 1,952
379,192 357,153
Other receivables 133,795 56,476
512,987 413,629

The directors consider that the carrying amount of the Group’s trade and other receivables approximates their
fair value.

CONNECTED AND RELATED PARTY DISCLOSURES
During the year, the Group had significant transactions and balances with related parties, some of which are
also deemed to be connccted parties pursuant to the Listing Rules. The significant transactions with these

companics during the year, and balances with them at the balance sheet date, are as follows:

(I) CONNECTED PARTIES

Nature of transactions/ THE GROUP
Name of company balances 2005 2004
HK3'000 HKS 000
The SPG Group Sale of finished goods (note a) - 2,467
Sale of steam (note a) 4,897 -
Purchase of raw materials {note a) 158,948 44,338
Rental expenses (note b) 3,350 1.835
Service charges relating to - 1,349

administrative, selling, utility,
cnergy, community,

land use rights and

other supporting services

and facilities {note ¢)
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NOTES TO THE FINANCIAL STATEMENTS

(cont’d)
For the yvear ended December 31, 2005
28. CONNECTED AND RELATED PARTY DISCLOSURES - continued
(1) CONNECTED PARTIES - continued
Nature of transactions/ THE GROUP
Name of company balances 2005 2004
HKS'000 HKS$'000
Processing services charges (note d) - 24,131
Interest expenses on loans from 1,651 3,283
ultimate holding company (note ¢)
Purchase of property, plant and - 5,376
equipment from the SPG Group (note )
Bank guarantce (note g) - 150,000
Balance due from (1o) the
SPG Group at December 31
— trade receivables (note h) 14,393 3,854
— other payables (note h) (4.146) (4,282)
— dividend payable - (54,141)
— long-term loans (note e) (55.488) (54.818)

THE COMPANY

2005 2004
HK3'000 HKS$ 000
SPG Balance duc to SPG at December 31
— dividend payable - (54,141)
(Il RELATED PARTIES, OTHER THAN CONNECTED PARTIES
Nature of transactions/ THE GROUP
Name of company balances 2005 2004
HKS' 000 HK3000
Ouyi Pharmaceutical Sales of raw materials (note a) 503 -
Co., Ltd. (*"Ouyi’’),
an associate of SPG Sales of finished goods (note a) 830 2,239
{(note k)
Purchase of finished goods (note a) 23,437 92
Rental expenses (note b) 1,085 477
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NOTES TO THE FINANCIAL STATEMENTS
(cont’d)
For the year ended December 31, 2005
28. CONNECTED AND RELATED PARTY DISCLOSURES - continued
(II) RELATED PARTIES, OTHER THAN CONNECTED PARTIES - continued
Nature of transactions/ THE GROUP
Name of company balances 2305 2004
HKS$ 000 HKS'000
Service charges rclating to 502 1,589
administrative, selling, utility,
energy, communily, land usc rights
and other supporting scrvices
and facilitics (not¢ ¢)
Income from provision of technology 19 45
consultancy services (note 1)
Income from leasing of property, 183 -
plant and equipment (notc 1)
Service charges relating to - 748
a construction project (note i}
Huarong, a jointly Sales of finished goods (note a) 3,259 371
controlled entity of
the Group Purchase of raw materials (note a) 33,039 29,719
Income from provision of technology 461 216
consultancy services (note i)
Provision of utility services 7,339 2,307
by the Group (note j)
Balance due from (to)
Huarong at December 31
— dividend receivable 6,122 6,122
— other receivables (note h) 10,925 10,684
— trade payables (noic h) (3,107 (4,414)
(III) OTHER STATE-OWNED ENTITIES IN THE PRC

The Group operates in an cconomic regime currently predominated by entities directly or indirectly
owned by the PRC government through its government authoritics, agencies, affiliations and other
organisations (‘*statc-owned entities’”). Transactions with other staie-owned entities include but are not
limited 1o the followings:

. lending and deposit taking;

: . taking and placing of inter-bank balanccs;

' . purchasc, sale and lcascs of property and other asscts; and
. rendering and receiving of utilities and other services.
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NOTES TO THE FINANCIAL STATEMENTS

(cont’d}
For the vear ended December 31, 2005
30. BANK LOANS
THE GROUP THE COMPANY
2005 2004 2005 2004
HKS$'000 HK$ 000 HKS§'000 HK$ 000
Bank loans 1,435,550 1,067,222 670,000 675,020
Analysed as:
Secured - 25,020 - 25,020
Unsecured 1,435,550 1,042,202 670,000 650,000
1,435,550 1,067,222 670,000 675,020
The bank loans are repayable as follows:
On demand or within one year 344,804 249,813 96,000 185,020
Morc than one year, but not
cxcceding two years 758,746 487,409 242,000 160,000
Morc than two years, but not
morc than five years 332,000 330,000 332,000 330,000
1,435,550 1,067,222 670,000 675,020
Less: Amount due within one year
shown under current liabilities (344,804) (249,813) (96,000) (185,020)
1,090,746 817,409 574,000 490,000
The fair value of the above bank loans at the balance shect date are as follows:
THE GROUP THE COMPANY
2005 2004 2005 2004
HKS 000 HKE'000 HKS$' 000 HK3S 004
Fixed-rate RMB bank loans 765,550 392,202 - -
Floating-ratc HKD bank loans 670,000 675,020 670,000 675,020
1,435,550 1,067,222 670,000 675,020

The interest rates of the Group’s fixed-rate RMB bank loans and floating-ratc HKD bank loans arc 4.8% to
5.8% and 1.0% to 5.2%, respectively.

At the balance sheet date, the Group and the Company had undrawn loan facilitics of HK$80,000,000 {2004:
Nil} in respect of floating-rate HKD bank loans expiring in April 2006.
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NOTES TO THE FINANCIAL STATEMENTS

(cont*d)
For the year ended December 31, 2005
LOANS FROM ULTIMATE HOLDING COMPANY
The loans are unsecured and arce analysed as follows:
THE GROUP
2005 2004
HKS'006 HKS'600
Loans from SPG:
— interest bearing at the rate of 3.78% per annum 47,847 46,773
— interest-free 7,641 8,045
55,488 54,818

The directors consider that the carrying amount of loans from ultimate helding company approximates their

fair value,

At December 31, 2005, the fair valuc of the interest-free portion of loans from SPG of HK$7,641,000 was
dctermined based on the present value of the estimated future cash outflows discounted using the effective
interest rate of 3.78%.,

Since SPG agrees not to demand repayment of the above loans within twelve months from the balance sheet
date, the leans are classificd as non-current liabilities.

SHARE CAPITAL

Number Share
of shares capital
HK$ 000
Ordinary sharcs of HKS$0.10 cach
Authorised:
At December 31, 2004 and 2005 3.000.000,000 300,000
Issucd and fully paid:
At December 31, 2004 and 2005 1,538,124,661 153,812

SHARE OPTIONS

The Company’s share option scheme (the **Scheme’™) was adepted on July 6. 2004 for the purpose of
providing incentive to directors (or any persons proposed to be appointed as such, whether executive or
non-executive) and employees (whether full-time or part-time) of each member of the Group: cligible business
consultants, professionals and other advisers who have rendered service or will render service to the Group as

determined by the board of directors.
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NOTES TO THE FINANCIAL STATEMENTS
(cont’d)

For the vear ended December 31, 2005

SHARE OPTIONS — continued

The maximum number of shares which may be issucd upon exercise of all options to be granted under the
Scheme shall not in aggregate exceed 10% of the sharcs of the Company in issue at the date of approval of the
Scheme (ic 153,812,466 shares, representing 10% of the issued share capital of the Company as at the datc of
the annual report). The maximum entitlement for any one participant is that the tolal number of shares issued
or to be issucd upon exercise of the options granted to cach participant in any twelve-month period shall not
exceed 1% of the total number of shares in issue.

Any grant of options to a participant who is a director, chicf exccutive or substantial shareholder (all within
the meaning as ascribed under the Listing Rules) of the Company or their respective associates must be
approved by the independent non-executive directors (excluding the independent non-cxecutive director who is
the grantee). Where the granting of options to a participant who is an independent non-¢xecutive director or a
substantial sharcholder would result in the shares of the Company issued and to be issued upon exercise of all
options already granted and to be granted to such participant in the twelve-month period up 1o and including
the datc of such grant exceed 0.1% of the total number of shares in issue or have an aggregate value, based on
the closing price of the shares at the date of each grant, in excess of HK$5,000,000, such proposed grant must
be approved by the sharcholders of the Company in general meeting.

Options granted have to be taken up within a period of 30 days from the date of offer upon payment of HK$1.
The subscription price is determined by the board of dircctors and shall be at least the highest of (i) the
closing price of the sharcs as stated in the Stock Exchange’s daily quotations sheet on the offer date; (ii) and
the average closing price of the shares as stated in the Stock Exchange’s daily quotations sheets for the five
business days immediately preceding the offer date; and (iii} the nominal value of a sharc. Options granted
are exercisable for a pertod to be notified by the board of directors to each grantee and such period shall
expire not later than 10 years from the date of grant of options.

No option has been granted or agreed to be granted under the Scheme since its adoption.

RESERVES
Share Retained

premiunm profits Total

HKS'000 HKS5000 HK5 000
THE COMPANY
At January 1, 2004 1.116,727 214,222 1,330,549
Profit for the year — 67,729 67,729
Dividends paid — (107.669) {107,669)
At December 31, 2004 1,116,727 174,282 1,291,009
Profit for the year - 13.616 13,616
At December 31, 2005 1,116,727 187,898 1,304,625

The Company’s reserves available for distribution to sharcholders as at December 31, 2005 represent its
retained profits of HK$187,898,000 (2004: HK$174,282,000).
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended December 31, 2005

OPERATING LEASE COMMITMENTS

(cont*d)

THE GROUP

2005
HKS'000

Minimum lease payments paid under operating leases
during the year in respect of land and buildings 6,835

2004
HKS'000

2,855

At the balance sheet date, the Group and the Company had commitments for future minimum lcase payments

under non-cancellable operating leases which fall due as follows:

THE GROUP THE COMPANY
2005 2004 2005 2004
HKS$'000 HK3'000 HKS 000 HKS$ 000
Within one year 8,400 4,085 770 1,29t
In the sccond to fifth year inclusive 10,264 4.123 - 473
Over five ycars 339 1,104 - -
19,003 9,312 770 1,764

Operating lease payments represent rentals payable by the Group or certain of its office and factory properties.

Leascs arc negotiated and rentals are fixed for an average term of three years.
CAPITAL COMMITMENTS

At the balance sheet date, the Group had the following capital commitments:

2005 2004
HKS'G00 HKS§'000
Capital expenditure contracted for but not provided
in the financial statements in respect of acquisition of
— property, plant and equipment 7.867 339,758
— intangible assets 3,568 -
11,435 339.758%
Capital expenditure authorised but not contracted tor in
respect of acquisition of property, plant and equipment 40.450 -

At Deccmber 31, 2004, the Company also had capital commitments in respeet of capital investment in its

subsidiaries of HK3$88,835,000.

6]




37.

38.

39.

NOTES TO THE FINANCIAL STATEMENTS
(cont’d)

For the year ended December 31, 2005

CONTINGENT LIABILITIES

(i)  As disclosed in the press announcement of the Company dated February 22, 2003, the Company and one
of its subsidiarics are named as, among others, defendants in antitrust complaints filed in The United
States of America (the *‘United States™’). These antitrust complaints have alleged that certain
manufacturers of vitamin C in the PRC have since at least December 2001 conspired to control prices
and volumes of exports of vitamin C to the United States and clsewhere in the world and that as such
have been in violation of the antitrust laws of the United States. It is alleged in the antitrust complaints
that the purchasers of vitamin C in the United States paid more for vitamin C than they would have paid
in the absence of the alleged conspiracy and, therefore, suffered losses. The plaintitfs (purportedly as
representatives of classcs of similar plaintiffs) seck treble unspecified damages and other relicf.
Subsequent to thc above-mentioned press announcement, there were some other complaints with the
same nature as the antitrust complaints filed in the United States. Up to the date of this report, three of

the antitrust comptaints have been served on the Company and the subsidiary.

The dircctors of Company are of the view that the allegations in the antitrust complaints are without
merit and, the directors of the Company intend to contest the claims sct out in the antitrust complaints
vigorously. The Group has appointed legal advisors to advise them in the legal proceedings and the
outcome of the antitrust complaints cannot be estimated with certainty at this stage.

(i) At December 31, 2004, the Company had given a corporate guarantee of HK3$25,820,000 to banks to

secure general banking facilitics granted to certain subsidiaries of the Company.
PLEDGE OF ASSETS

At December 31, 2005, the Group’s bills receivable of HK$3,828,000 was pledged to a bank to secure banking
facilitics granted 1o a subsidiary of the Company. Such pledge was subsequently released upon the repayment
of the loan facilities in January 2006. Details of the other pledge of assets are set out in note 25.

At December 31, 2004, the Company pledged all the cquity interests of its wholly-owned subsidiary,
Weisheng Pharmaceutical (Shijiazhuang) Co., Ltd. (o a bank 10 secure a bank loan granted to the Company and
the pledge was released during the year as a result of full repayment of the bank loan.

EMPLOYEE RETIREMENT BENEFITS SCHEMES

The Group operates a Mandatory Provident Fund Scheme for all qualifying employces in Hong Kong. The
asscts of the scheme arc held scparately from those of the Group, in funds under the control of trustees.
Contributions to the scheme are made based on a certain percentage of the employees’ relevant payroll costs.

The employees of the subsidiaries in the PRC are members of a state-managed retirement benefit scheme
operated by the PRC government. The relevant subsidiarics are required to make contributions to the
retircment benefit scheme based on certain percentage of payroll costs to fund the benefits. The only
obligation of the Group with respect to the retirement benefit scheme is to make the specified contributions.
During the year, the contributions made by the PRC subsidiarics of the Company rclating to the arrangement
were HK$40,016,000 (2004;: HK$36,153,000).
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NOTES TO THE FINANCIAL STATEMENTS

(cont’d)
For the vear ended December 31, 2005
40. PARTICULARS OF SUBSIDIARIES
Particulars of the Company’s subsidiaries at December 31, 2005 arc as follows:
Nominal value Percentage of
Place of of issued nominal value
incorporation/ and fully paid of issued share
registration share capital/ capital/registered
Name of and Kind of registered capital held Principal
subsidiary operations legal status capital by the Company activity
Directly  Indirecily
% %
China Nutraceuticals Hong Kong Limited lability HK$1.060 - 80 Inactive
Limited company
Golden Wing Limited Hong Kong Limited Liability HKS$3 100 - Inactive
company
Shijiazhuang Pharma PRC Limited liability RMB463,490300 9921 - Manufacture and sale
Group Hebei Zhongrun cooperative of pharmaceutical products
Pharmaceutical Co.. Lid. joint venture
enterprise
M2b.com.hk Limited British Virgin -~ Limited tiability US$2.500,000 - 90 Inactive
Islands company
NBP Pharmaceutical PRC Foreign investment RMB120,000,000 100 - Monufacture and sale
Co., Ltd. enterprises with of pharmaceutical products
limited lLiability
Netcom Resources Limited British Virgin Limited liability USS1,000 100 - lInvestment holding
Islands company
Shijtazhuang Pharma Group PRC Foreign investment HK$130.000.000 100 - Manufacture and sales
Zhongrun Pharmaceutical enterprises with of pharmaceutical products
(Neimenggu) Co.. Lid, limited liability
Shijiazhuang Pharma Group PRC Foreign investment RMB135,000,000 100 - Manufacture and sales
Zhonghe Pharmaceutical enterprises with of pharmaceutical products
(Neimenggu) Co., Ltd. limited liability
Tin Lon Investment Limited Hong Kong Limited liability HK$? 100 - Investment holding
company
Unity Pacific Limited British Virgin Limited liability Ussl 160 - Investment holding
[slands company
Weisheng Pharmaceutical PRC Forcign investment US$20.169.000 100 - Manufacture and sale
(Shijiazhuang) Co., Ltd. enterprises with of pharmaccurical products
limited liability
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40.

41.

NOTES 70 THE FINANCIAL STATEMENTS

(cont’d)

For the vear ended December 31, 2005

PARTICULARS OF SUBSIDIARIES — continued

Nominal value Percentage of
Place of of issued nominal value
incorporation/ and fully paid of issued share
registration share capital/ capitaliregistered

Name of and Kind of registered capital held Principal

subsidiary operations legal status capital by the Company activity
Direcily  Indirectly
% %

Weital Pharmaceutical PRC Foreign investment RMB39,400.000 100 - Manufacture and sale
(Shijiazhuang) Co.. Lid. enterprises with of pharmaccutical producets

limited liability

Shijiazhuang Pharma PRC Foreign investment RMB216,000,000 100 - Manufacture and sale
Group Zhongnuo enterprises with of pharmacentical products
Pharmaceutical limited liability
(Shijiazhuang) Co., Ld.

Zhongg1 Pharmaceutical PRC Forcign investment RMBI8.440.000 100 - Provision of pharmaceutical
Technology (Shijiazhuang) enterprises with tesearch and development
Ce, Lid. limited liability services

Zhonggi Pharmaceutical Singapore Private company 552 109 - Inactive
Technology(S) limited by shares
PTE. Lid.

Shijiazhuang Pharma PRC Foreign investment RMB30.000,000 104 - Manufacture and sale
Group Hebei Zhongrun enterprises with of pharmaceutical products
Chemical Co., Lid. limited liability

Shijiazhuany Pharma. PRC Foreign investment RMB30.000.000 - 85 Sewage treatment
Group Hebei Zhengrun enterprises with
Huanbao Co.. Lid. limited liability

Neitnenggu PRC Forcign ivestment RMBIS.000.000 §0.42 - Sewage treatment

Zhongxingyuan enterprises with
Sewage Treatment limited liability
Co., Ltd.

None of the subsidiaries had any debt securitics outstanding at the end of the year or at any time during the
year.

POST BALANCE SHEET EVENT

Subscquent to December 31, 2005, the Company was informed that the Department of Commerce, Government
of India has initiated anti-dumping investigation concerning imports of Penicillin-G originating in or exported
from the PRC. Two subsidiarics of the Company were informed to provide information for the investigation
$0 as 1o determine the existence, degree and effect of alleged dumping of the above-mentioned product. Based
on the results of investigation, the relevant authority in India would recommend the amount of anti-dumping
duty, which if levied would be adequate to remove the injury to the domestic industry. The Group has
appointed lcgal advisors to advise them in the investigation and the directors of the Company arc of the view
that the cutcome of the investigation cannot be estimated with certainty at this stage.
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FINANCIAL SUMMARY

RESULTS

Revenue
Cost of sales

Gross profit

Other income

Distribution costs
Administrative cxpenscs

Other expenses

Major overhaul expecnses
Allowance for doubtful debts
Gain on disposal of subsidiaries

Share of results of a jointly
controlled entity

Impatrment loss recognised
in respect of property,
plant and equipment

Impairment loss recognised
in respect of goodwill
of an associate

Finance costs

Profit before tax

Income tax

Profit for the year

Attributable to:
Equity holders of the Company

Minority interests

Earnings pcr share
Basic

Diluted

Year ended December 31,

2001 2002 2003 2004 2005
HKS 000 HK3 000 HKS 000 HKS 001} HKS'000
(Restated) (Restated) (Restated) (Restated)

1,168,244 1.625.130 2,478.426 2,450,649 3,192,065
(835.525) (L, 121.850)  (1.553.466) (1,819.804)  (2,498,501)
329,719 503,280 924,960 630,845 693,564
10,468 14,197 9.522 14,677 21,157
(25.694) (42.545) (94,529) (131,453) (182,713)
(101,173} (123,295) (200,193) (230,004) (293,231)
(9.377) (10.879) (21.471) (10,948} (20,537

- (28,591) - - -
(9.600} (14,276) - - -
4,051 - - - -
4,397 6,938 6,548 3,419 (1,099)
(3.543) - - - -
(2,032} - - - -
(27,102) (26,682) (25,361) (27.959) (68,139)
170,114 278,147 599.476 248.577 148,992
(28,529) (48.,572) (93.916) (3.185) 7.301
141,585 229,575 505,560 245,392 156,293
140,006 228.142 504,169 245011 156,518
1.579 1,433 1.391 381 (225)
141,585 229,575 505,560 245,392 156,293
HK cents HK cents HK cents HK cents HK cents
11.29 16.62 33.27 15.93 10.18
11.10 16.35 32.83 N/A N/A
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FINANCIAL SUMMARY
(cont’d)

ASSETS AND LIABILITIES

Total assets

Total liabilities

Equity attributable to cquity
holders of the Company

Minority interests

At December 31,
2001 2002 2003 2004 2005
HK$'000 HKS'000 HKS' 000 HKS$ 000 HKS 000
2,209,932 2,948,797 3,361,624 4,707,246 5,379,779

(878,698)  (1,145,851)  (1,231,655) (2,438,149) (2,884,251)

1,331,234 1,802,946 2,129,969 2,269,097 2,495,528
1,321,642 1,793,137 2,121,697 2,259,039 2,484,832
9,592 9,809 8,272 10,058 10,696

1,331,234 1,802,946 2,129,969 2,269,097 2,495,528
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CONDENSED CONSOLIDATED CASH FLOW STATEMENT
FOR THE SIX MONTHS ENDED JUNE 30, 2006

For the six months ended June 30,

2006 2005
HK$’000 HKS$ 000
(Unaudited) (Unaudited)
Net cash from (used in) operating activities 68,830 (81,584)
Net cash used in investing activitics:
Proceeds from disposal of property, plant and equipment 6 2,978
Acquisition of property, plant and equipment (126,304) (322,863)
Acquisition of leasehold land - {18,043)
Other investing cash flows (11,480) 13.465
(137,778) (324,463)
Net cash (used in) from financing activitics:
New bank loans raised 272,727 896,147
Repayments of bank loans (258,373) (563,020
Other financing cash flows (48,115) (25,575)
(33,761) 305,552
Net decrease in cash and cash equivalents (102,709) (100.495)
Cash and cash equivalents brought forward 472,706 501,346
Cash and cash equivalents carried forward.,
represented by bank balances and cash 369,997 400,851




NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED JUNE 30, 2006

BASIS OF PREPARATION

The condensed consolidated financial statements have been prepared in accordance with
the applicable disclosure requirements of Appendix 16 to the Rules Governing the
Listing of Securitics on The Stock Exchange of Hong Kong Limited (“‘Listing Rules’)
and Hong Kong Accounting Standard 34 ““Interim Financial Reporting™ issued by the
Hong Kong Institute of Certified Public Accountants (the “*“HKICPA™").

PRINCIPAL ACCOUNTING POLICIES

The condensed consolidated financial statements have been prepared under the historical
cost basis.

The accounting policies used in the condensed consolidated financial statements are
consistent with those followed in the preparation of the annual financial staterments of the
Company and its subsidiaries (the “*Group™'} for the year ended December 31, 2005,
cxcept as described below.

In the current period, the Group has applicd, for the first time, a number of new Hong
Kong Financial Reporting Standards (**HKFRS(s)"”), amendments to Hong Kong
Accounting Standards (**HKAS (Amendment(s))’") and Interpretations (**HK(IFRIC) —
INT(s)’) (hereinafter collectively referred to as the “‘new HKFRSs™) issucd by the
HKICPA that are either effective for accounting periods beginning on or after December
1, 2005 or January 1, 2006. The application of the new HKFRSs has had no material
cffect on how the results for the current or prior accounting periods are prepared and
presented. Accordingly, no prior period adjustment has been required.

The Group has not early applied the following new HKFRSs that have been issucd but
are not yet effective. The directors of the Company anticipatc that the application of
these new HKFRSs will have no material impact on the results and financial position of
the Group.

HKAS | (Amendment) Capital disclosures :

HKFRS 7 Financial instruments: Disclosures '

HK(IFRIC) — INT 7 Applying the restatement approach under HKAS 29
Financial Reporting in Hyperinflationary Economies

HK({IFRIC) - INT 8 Scope of HKFRS 2 **Share-based Payments™” :

HK(IFRIC) -~ INT 9 Reassessment of embedded derivatives *

! Effective for annual periods beginning on or after January 1, 2007,
* Effective for annual periods beginning on or after March 1, 2006.
* Effective for annual periods beginning on or after May 1, 2006.

* Effective for annual periods beginning on or after June , 2006.

REVENUE AND SEGMENT INFORMATION
Business segments

The Group reports its primary segment information by products which are bulk drugs,
including penicillin series, cephalosporin serics, vitamin C series, finished drugs and
others. Segment information about these products is prescated below:




(1) RELATED PARTIES, OTHER THAN CONNECTED PARTIES

For the six months

Nature of transactions/ ended June 30,
Name of company halances 2006 2005
HKS' 000 HKS$000
Hebei Huarong Phammiaceutical Purchase of raw materials 1311 18,502
Co., Lud. {"Huarong™), ajointly  Provision of utility services
controlled cntity of the Group by the Group (note ¢} 4,649 3554

June 30,  December 31,
2006 2005
HK$'000 HKS" 000

Balance due from {to) Huarong

- dividend recetvable 6122 6,122

~ other recetvables {note b) 11,695 10.925
17.817 17,047

- trade payables (note b) - (3.007)

For the six months

ended June 30,
206 2005
HKS$'000 HKS$ 000
Ouyi Pharmaceutical Co.. Lid. Sale of finished goods - 1.248
(**Ouyi""}, a former associate Purchase of ruw materials - 6319
of SPG {note d) Rental income - 150
Service charges relating 1o administrative,
sclling, utility, energy, community, land
wse tights and other supporting services
and facilitics - 131
Income from provision of technology
consultancy services - 388

(11 OTHER STATE-OWNED ENTITIES IN THE PRC

The Group operates in an cconomic regime currently predominated by cnltitics
directly or indirectly owned by the PRC government through its government
authorities, agencies, affiliations and other organisations (**state-owned entitics™ ).
Transacuions with other stalc- owned entities include but are not limited to the
followings:

—  lending and deposit taking;

- taking and placing of inter-bank balances:

—  purchase, salc and lease of propeny and other asscts; and
—  rendering and receiving of utilitics and other services.

16




(v)

These transactions are conducted in the ordinary course of the Group’s business on
terms similar to those that would have been entered into with non-state-owned
entitics, The Group has also cstablished its pricing strategy and approval
processes for major products and services, such as loans, deposits and commission
income. Such pricing strategy and approval processes do not depend on whether
the customers are state-owned entities or not. Having due regard to the substance
of the relationship, the directors of the Company are of the opinion that nonc of
these transactions are malcrial related party transactions that require scparate
disclosure.

COMPENSATION OF KEY MANAGEMENT PERSONNEL

The remuneration of key management of the Group during the period was as
follows:;

For the six months ended June 30,

2006 2005

HK$ 000 HK$'000

Short-term benefits 3,303 3,781
Post-cmployment benefits 283 283
4,086 4,064

The above remuncration is determined by the remuneration committee having
regard to the performance of individuals and market trends.

Notes:

(a) Included in loans from ultimate holding company is an amount of HK$47.847.000
which is interest bearing at prevailing market rates, the remaining balance is
interest-free.

(b} At 1he balance sheet date, the amount was aged within one year,

(¢)  The ransactions were based on the actual costs incurred.

(d) Ouyi was a former associate company of SPG and the relationship ceased on July 31,

2005. Only the transactions with Ouyi prior to July 31, 2005 were considered as related
party transactions.




12,

13.

14.

TRADE AND OTHER PAYABLES/BILLS PAYABLE

An aged analysis of trade payables is as follows:

June 30, December 31,

2006 2005

HKS$’000 HK$°000

0 to 90 days 344,798 383,495
91 to 180 days 89,646 69,611
181 to 365 days 28,637 26,432
More than 365 days 19,201 19,395
482,282 498,933

Other payables 410,578 475,823
892,860 974,756

At balance sheet date, the amount of the Group’s bills payable was aged within one year.
BANK LOANS

During the period, the Group obtained new bank loans amounicd to approximately
HKS$272,727,000. The loans bear interest at prevailing market rates and were used to
finance the general operations of the Group. In addition, the Group repaid bank loans of
approximately HK3$258,373,000 during the period.

CAPITAL COMMITMENTS

At the balance sheet date, the Group had the following capital commitments:

June 30, December 31,

2006 2005
HKS$ 000 HK$000
Capital expenditure contracted for
but not provided in the financial statements
in respect of acquisition of
— property. plant and equipment 21,260 7,867
— intangible assets 4,978 3,568
26,238 11,435

Capital expenditure authorised but
not contracted for in respect of acquisition
of property, plant and equipment 23,598




(i)

(i)

15. CONTINGENT LIABILITIES

As disclosed in the financial statements of the Company for the yecar ended
December 31, 20035, the Company and one of its subsidiarics arc named as, among
others, defendants in a number of antitrust complaints filed in The United States of
America (the **United States’’). These antitrust complaints have alleged that certain
manufacturers of vitamin C in the PRC have since at lcast December 2001 conspired
to control prices and volumes of cxports of vitamin C to the United States and
clsewhere in the world and that as such have been in violation of the antitrust laws
of the United States. It is alleged in the antitrust complaints that the purchasers of
vitamin C in the United States paid more for vitamin C than they would have paid in
the absence of the alleged conspiracy and, therefore, suffered losses. The plaintiffs
(purporiedly as rcprescntatives of classes of similar plaintiffs) seek treble
unspecified damages and other relief. Up to the date of this report, three of the
antitrust complaints have been served on the Company and the subsidiary.

The directors of the Company arc of the view that the allegations in the antitrust
complaints are without merit and, the directors of the Company intend to contest the
claims set out in the antitrust complaints vigorously. The Group has appointed legal
advisors to advise them in the legal proccedings and the outcome of the antitrust
complaints cannot be estimated with certainty at this stage.

At the beginning of 2006, an anti-dumping investigation of Penicillin-G was
initiated by the Departtnent of Commerce, Government of [ndia. Two subsidiaries
of the Company were informed to provide information for the investigation so as to
determine  the existence, degree and effect of alleged dumping of the
above-mentioned product. On April 28, 2006, the investigation was withdrawn by
the Department of Commerce, Government of India. In the opinion of directors,
there is no contingent liabilitics on this investigation as at June 30, 2006.




OTHER INFORMATION

Directors’ Interests in Shares, Underlying Shares and Debentures

As at June 30, 2006, the interests of the directors and their associates in the shares, underlying
shares and debentures of the Company and its associated corporations (within the meaning of
Pant XV of the Sccuritics and Future Ordinance (*‘SFO")), as rccorded in the register
maintained by the Company pursuant to Scction 352 of the SFO or as otherwise notified to the
Company and The Stock Exchange of Hong Kong Limited {the “*Stock Exchange’) pursuant
to the Model Code for Securities Transactions by Directors of Listed Companies (the **Model
Code’") contained in the Rules Governing the Listing of Sceurities on the Stock Exchange (the
“‘Listing Rules™"), werc as follows:

Percentage

Number of issued  of the issued share

Name of director Capacity ordinary shares held of the Company
Cai Dong Chen Bencficial owner 2,000,000 0.13%
Chak Kin Man Beneficial owner 4,000 0.00026%

Other than as disclosed above, as at June 30, 2006, none of the directors nor their associates
had any interests or short positions in the shares, underlying shares and debentures of the
Company or any of its associated corporations {within the meaning of Part XV of the SFO) as
recorded in the register required to be kept under Section 352 of the SFO or as otherwise
notified to the Company and the Stock Exchange pursuant to the Model Code.

Arrangements to Purchase Shares or Debentures

Other than the share option scheme of the Company, at no time during the period was the
Company, its holding company, or any of its fellow subsidiaries or subsidiaries, a party to any
arrangements to cnable the directors of thc Company to acquire benefits by means of the
acquisition of shares in, or debentures of, the Company or any other body corporate.

Share Option Scheme

The Company’s share option scheme was adopted on July 6, 2004 for the purpose of providing
incentive to directors (or any persons proposed to be appointed as such, whether executive or
non-executive) and employees {(whether full-titne or part-time) of each member of the Group,
cligible business consultants, professionals and other advisers who have rendered services or
will render service to the Group as determined by the board of directors.

No option had been granted or agreed to be granted under the share option scheme since its
adoption.

Substantial Sharcholders
As at June 30, 2006, the register of substantial sharcholders maintained by the Company

pursuant to Section 336 of the SFO shows that the following shareholders had notified the
Company of relevant interests in the share capital of the Company.
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Number of ordinary

Name of shares of the Percentage of
substantial shareholder Capacity Company held issued share capital
Shijiazhuang Pharmaccutical Beneficial owner 783,316,161 50.93%
Group Company Limited and controlled {Note)
(**SPG™) corporation
Templeton Investment [nvestinent Manager 77,078,246 5.01%
Counsel, LLC

Note:  In respect of the 783,316,161 shares, 773,436,399 shares are held by SPG and 9.879.762 shares
arc held by Chima Charmaine Phanmaceutical Company Limited, a wholly-owned subsidiary of
SPG

Other than as disclosed above, the Company has not been notified of any other relevant
interests or short positions in the issued share capital of the Company or any other interests
representing 5% or more of the issued share capital of the Company as at June 30, 2006.

Corporate Governance

The Company has complied with the code provisions in the Code on Corporate Governance
Practices contained in Appendix 14 of the Listing Rules during the six months ended June 30,
2006 with certain deviations as set out below.

Code provision A.2.] stipulates that the roles of the chairman and managing director should be
separate and should not be performed by the same individual. As disclosed in the 2005 annual
report of the Company, Mr. Cai Dong Chen has assumed both roles as the chainnan and
managing director of the Company. The Company believes that vesting both roles in Mr. Cai
will allow for more cffective planning and execution of business strategies. As all major
decisions are made in consultation with members of the Board, the Company believes that
there is adequate balance of power and authority in place.

Directors® Securities Transactions

The Company has adopted the Model Code as set out in Appendix 10 of the Listing Rules.
Have made specific enquiry, all directors have complied with the required standard set out in
the Model Code throughout the six months ended June 30, 2006.

Purchase, Sale or Redemption of the Company’s Listed Securities

There was no purchase. sale or redemption by the Company or any of its subsidiaries of the
Company’s listed sccurities during the six months ended June 30, 2006.
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Disclosure under Rule 13.18 of the Listing Rufes

Pursuant to two bank foan agreements, it will be an event of default under cach of the loan
agreement if SPG owns less than 40% of the issued sharc capital of the Company. The
outstanding principal of these bank loans at Junc 30, 2006 was HK$670,000,000 and the last
instalment repayment is due in April 2009.

By order of the Board
CAI DONG CHEN

Chairman

Hong Kong, September 7, 2006
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THIS CIRCULAR IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION

If you are in any doubt as to any aspect of this circular or as to the action you should take, you should
consult your stockbroker or other registered dealer in securities, bank manager, solicitor, professional
accountant or other professional adviser,

If you have sold all your shares in CHINA PHARMACEUTICAL GROUP LIMITED, you should at
once hand this circular with the accompanying proxy form to the purchaser or to the bank, stockbroker or
other agent through whom the sale was effected for transmission to the purchaser.

The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this circular,
makes no representation as to its accuracy or completeness and expressly disclaims any liability
whatsoever for any loss howsoever arising from or in reliance upon the whole or any part of the contents
of this circular.

\. PRNRESEFELT
China Pharmaceutical
Group Limited

S

Uil

{Incorporated in Hong Kong under the Companies Ordinance} _ . 3
{Stock Code: 1093) : _ = - j
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PROPOSALS FOR
GENERAL MANDATES TO REPURCHASE SHARES AND
TO ISSUE SHARES, RE-ELECTION OF THE RETIRING DIRECTORS AND
AMENDMENT TO ARTICLES OF ASSOCIATION OF THE COMPANY AND
NOTICE OF ANNUAL GENERAL MEETING

A notice convening an annual general meeting of China Pharmaceuticai Group Limited to be held at
Room 3805, 38th Floor, Central Plaza, 18 Harbour Road, Wanchai, Hong Kong on Friday, May 26, 2006
at 10:30 a.m. is set out on pages 11 to 14 of this circular. Whether or not you propose to attend the
meeting, you are requested to complete the accompanying proxy form in accordance with the instructions
printed thereon and return the same to the registered office of the Company at Room 3805, 38th Floor,
Central Plaza, |8 Harbour Road, Wanchai, Hong Kong as soon as possible and in any event not less than
48 hours before the time appointed for holding of the meeting or any adjournment thereof.

Hong Kong, May 2, 2006




DEFINITIONS

In this circular, the following expressions have the following meanings unless the context requirves

otherwise: —

““Annual General Meeting™’

““‘Companies Ordinance™

¢ ‘Company, ’

‘‘Latest Practicable Date’’

**Listing Rules’’

“*Repurchase Proposal™”

L

*“‘Repurchase Resolution’

*“Share(s)"’

‘‘Share Repurchase Rules”’

‘‘Share Repurchase Code”’
““Stock Exchange”’
“Takeovers Code”’

“HKS”

the annual general meeting of the Company to be held at Room
3805, 38th Floor, Central Plaza, 18 Harbour Road, Wanchai,
Hong Kong on Friday, May 26, 2006 at 10:30 a.m., notice of
which is set out on pages 11 to 14 of this circular

the Companies Ordinance (Chapter 32) of the Laws of Hong
Kong

China Pharmaceutical Group Limited, a company incorporated in
Hong Kong with limited liability under the Companies
Ordinance

April 28, 2006, being the latest practicable date prior to the
printing of this circular

the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited

the proposal to give a general mandate to the Directors to
exercise the powers of the Company to repurchase during the
period as set out in the Repurchase Resolution Shares up to a
maximum of 10% of the issued share capital of the Company as
at the date of the Repurchase Resolution

the proposed ordinary resolution as referred to in resolution no.4
of the notice of the Annual General Meeting

share(s) of HK$0.10 each in the share capital of the Company

the relevant rules set out in the Listing Rules to regulate the
repurchase by companies with primary listing on the Stock
Exchange of their own securities on the Stock Exchange

the Hong Kong Code on Share Repurchases

The Stock Exchange of Hong Kong Limited

the Hong Kong Code on Takeovers and Mergers

Hong Kong dollars, the lawfully currency of Hong Kong




LETTER FROM THE CHAIRMAN

L hEREEEFE LT
China Pharmaceutical
Group Limited

{Incorporated in Hong Kong under the Companies Ordinance)
(Stock Code: 1093)

Executive Directors: Registered Office:

CAIl Dong Chen (Chairman) Room 3805, 38th Floor
WEI Fu Min Central Plaza,

YUE Jin 18 Harbour Road,

JI Jian Ming Wanchai,

YAO Shi An Hong Kong.

FENG Zhen Ying

CHAK Kin Man

Non-executive Director:
LEE Ka Sze, Carmelo

Independent Non-executive Directors:
HUO Zhen Xing

QI Mou Jia

GUO Shi Chang

CHAN Siu Keung, Leonard

Hong Kong, May 2, 2006
To the shareholders,
Dear Sir or Madam,
PROPOSALS FOR
GENERAL MANDATES TO REPURCHASE SHARES AND
TO ISSUE SHARES, RE-ELECTION OF THE RETIRING DIRECTORS AND
AMENDMENT TO ARTICLES OF ASSOCIATION OF THE COMPANY AND
NOTICE OF ANNUAL GENERAL MEETING

GENERAL MANDATE TO REPURCHASE SHARES

At the annual general meeting of the Company hetd on May 25, 2005, a general mandate was given by
the Company to the Directors to exercise the powers of the Company to repurchase Shares. Such mandate
will lapse at the conclusion of the forthcoming Annual General Meeting of the Company. The Directors
propose to seek your approval of the Repurchase Resolution to be proposed at the Annual General Meeting.
An explanatory statement as required under the Share Repurchase Rules to provide the requisite information
of the Repurchase Proposal is set out in the Appendix 1 hereto.
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GENERAL MANDATE TO ISSUE SHARES

It will also be proposed at the Annual General Meeting two ordinary resolutions respectively granting
to the Directors a general mandate to allot, issue and deal with Shares not exceeding 20% of the issued
share capital of the Company as at the date of passing the resolution and adding to such general mandate so
granted to the Directors any Shares representing the aggregate nominal amount of the Shares repurchased
by the Company after the granting of the general mandate to repurchase up to 10% of the issued share
capital of the Company as at the date of passing the Repurchase Resolution.

AMENDMENT TO EXISTING ARTICLES OF ASSOCIATION

Pursuant to paragraph A 4.2 of the Code on Corporate Governance Practices (“‘the Code’’} as set out
in Appendix 14 of the Listing Rules, all directors appointed by the Board to fill a casual vacancy should be
subject to election by shareholders at the first general meeting after their appointment. Every director,
including those appointed for a specific term, should be subject to retirement by rotation at least once every
three years. The existing Article 92 of the Company provides that any director appointed by the Board
either to fill a casual vacancy or as an addition to the existing Board shall hold office only until the next
following annual general meeting and shall be eligible for re-election at that meeting. Accordingly, the
existing Article 92 does not comply with the paragraph A 4.2 of the Code.

In order to comply with the paragraph A.4.2 of the Code, the Directors therefore propose amendment
to the existing Article 92 of the Company, details of which are set in the notice of Annual General Meeting.

RE-ELECTION OF RETIRING DIRECTORS

As at the Latest Practicable Date, the executive Directors of the Company are Mr. CAI Dong Chen,
Mr. WEI Fu Min, Mr. YUE Jin, Mr. JI Jian Ming, Mr, YAO Shi An, Mr. FENG Zhen Ying and Mr, CHAK
Kin Man; the non-executive Director of the Company is Mr, LEE Ka Sze, Carmelo and the independent
non-executive Directors of the Company are Mr. HUO Zhen Xing, Mr. QI Mou Jia, Mr. GUO Shi Chang
and Mr. CHAN Siu Keung, Leonard.

Pursuant to articles 92 and 101 of the articles of association of the Company, Mr. YUE Jin, Mr. FENG
Zhen Ying, Mr. CHAK Kin Man, Mr. HUO Zhen Xing and Mr. GUO Shi Chang shall retire from office at
the Annual General Meeting and shall be eligible for re-election. Details of the Directors proposed to be
re-elected at the Annual General Mecting are set out in Appendix II to this circular.

ANNUAL GENERAL MEETING
Set out on pages 11 to 14 of this circular is the notice convening the Annual General Meeting.

At the Annual General Meeting, resolutions will be proposed to the shareholders in respect of ordinary
business to be considered at the Annual General Meeting, including re-election of Directors, and special
business to be considered at the Annual General Meeting, being the Ordinary Resolutions proposed to
approve the Repurchase Proposal, the general mandate for Directors to issue new Shares and the extension
of the general mandate to issue new Shares and the Special Resolution proposed to approve the amendment
to the existing articles of association of the Company.
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RIGHT TO DEMAND A POLL

Pursuant to article 73 of the articles of association of the Company, at any general meeting a
resolution put to the vote of the meeting shall be decided on a show of hands unless a poll is taken as may
from time to time be required under the Listing Rules or under any other applicable laws rules or
regulations or unless a poll is (before or on the declaration of the result of the show of hands) demanded by:

(a) the chairman; or

(b) at least three shareholders present in person or by proxy for the time being entitled to vote at the
meeting; or

{¢c) any shareholder or shareholders present in person or by proxy and representing not less than
one-tenth of the total voting rights of all the shareholders having the right to vote at the meeting;
or

(d) any shareholder or shareholders present in person or by proxy holding Shares conferring a right
to vote at the meeting being Shares on which an aggregate sum has been paid up equal to not
less than one-tenth of the total sum paid up on all the Shares conferring that right.

ACTION TO BE TAKEN

A proxy form for use at the Annual General Meeting is enclosed herein. Whether or not you intend to
attend the Annual General Meeting, you are requested to complete the proxy form and return it to the
registered office of the Company at Room 3805, 38th Floor, Central Plaza, 18 Harbour Road, Wanchai,
Hong Kong not less than 48 hours before the time appointed for holding the Annual General Meeting or any
adjournment thereof. Completion and return of a proxy form will not prevent shareholders from attending
and voting at the Annual General Meeting if they so wish.

RECOMMENDATION

The Directors believe that all the above-mentioned resolutions to be proposed at the Annual General
Meeting are in the best interests of the Company and its shareholders. Accordingly, the Directors
recommend that all shareholders should vote in favour of the resclutions set out in the notice of Annual
General Meeting.

By Order of the Board
CAI Dong Chen
Chairman




APPENDIX 1 EXPLANATORY STATEMENT

This appendix serves as an explanatory statement, as required by the Share Repurchase Rules, to
provide requisite information to you for your consideration of the proposal to permit the repurchase of
Shares up to a maximum of 10% of the issued share capital of the Company as at the date of the Repurchase
Resolution.

This appendix also constitutes the memorandum required under Section 49BA(3) of the Companies
Ordinance.

1.  Share Capital

As at the Latest Practicable Date, the issued share capital of the Company comprised 1,538,124,661
Shares.

Subject to the passing of the Repurchase Resolution and on the basis that no further Shares are issued
or repurchased prior to the Annual General Meeting, the Company would be allowed under the Repurchase
Resolution to repurchase a maximum of 153,812,466 Shares representing not more than 10% of the issued
share capital at the Latest Practicable Date,

2.  Reasons for Repurchase

The Directors believe that the Repurchase Proposal is in the best interests of the Company and its
shareholders. Such repurchase may, depending on market conditions and funding arrangements at the time,
lead to an enhancement of the net assets and/or eamings per Share of the Company and will only be made
when the Directors believe that such a repurchase will benefit the Company and its shareholders.

3.  Funding of Repurchases

In repurchasing Shares, the Company may only apply funds legally available for such purpose in
accordance with its memorandum and articles of association and the Companies Ordinance. The
Companies Ordinance provides that the amount of capital repaid in connection with a share repurchase may
only be paid from the distributable profits of the Company and/or the proceeds of a new issue of Shares,
made for the purpose of the repurchase to such an extent allowable under the Companies Ordinance.

There might be an adverse impact on the working capital or gearing position of the Company as
compared with the position disclosed in the audited accounts contained in the annual report for the year
ended December 31, 2005 in the event that the Repurchase Proposal were to be carried out in full at any
time during the proposed repurchase period. However, the Directors do not propose to exercise the
Repurchase Proposal to such extent as would, in the circumstances, have a material adverse effect on the
working capital requirements of the Company or the gearing levels which in the opinion of the Directors are
from time to time appropriate for the Company.

4. Share Prices
The highest and lowest prices at which the Shares have traded on the Stock Exchange during each of

the previous twelve months before the Latest Practicable Date and for the month of April 2006 up to the
Latest Practicable Date were as follows: —
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Shares
Highest Lowest
HK? HKS§
2005
April 2.00 1.58
May 1.71 1.50
June 1.64 1.51
July - 167 1.51
August 1.53 1.21
September 1.57 1.23
October 1.67 1.27
November 147 1.27
December 1.32 1.15
2006
January 1.34 1.18
February 1.51 1.29
March 1.50 1.33
April (Up to Latest Practicable Date) 1.45 1.26

5. Undertaking

The Directors have undertaken to the Stock Exchange that, so far as the same may be applicable, they
will exercise the powers of the Company to make repurchases pursuant to the Repurchase Resolution and in
accordance with the Listing Rules and the applicable laws of Hong Kong.

None of the Directors nor, to the best of their knowledge having made all reasonable enquiries, their
associates, have any present intention to sell any Shares to the Company or its subsidiaries under the
Repurchase Proposal if such is approved by the shareholders of the Company.

No connected persons (as defined in the Listing Rules) have notified the Company that they have a
present intention to sell Shares to the Company or its subsidiaries, or have undertaken not to do so, in the
event that the Repurchase Proposal is approved by the sharcholders of the Company.

6. Takeovers Code

If on the exercise of the power to repurchase Shares pursuant to the Repurchase Proposal, a
shareholder’s proportionate interest in the voting rights of the Company increases, such increase will be
treated as an acquisition for the purposes of Rule 32 of the Takeovers Code. As a result, a shareholder or
group of shareholders acting in concert could obtain or consclidate control of the Company and become
obliged to make a mandatory offer in accordance with Rules 26 and 32 of the Takeovers Code.

As at the Latest Practicable Date, Shijiazhuang Pharmaceutical Group Co. Ltd. together with its
associates were beneficially interested in 783,316,161 Shares representing approximately 50.93% of the
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issued share capital of the Company. Based on such shareholdings and in the event that the Directors
exercised in full the power to repurchase Shares pursuant to the Repurchase Mandate, the sharcholdings of
Shijiazhuang Pharmaceutical Group Co. Ltd. together with its associates in the Company would be
increased to approximately 56.59% of the issued share capital of the Company.

The Directors are not aware of any consequences which may arise under the Takeovers Code as a
result of any repurchases made under the Repurchase Proposal. The Company may not repurchase Shares

which would result in the amount of Shares held by the public being reduced to less than 25%.

7. Shares Repurchase made by the Company

The Company had not repurchased any Shares (whether on the Stock Exchange or otherwise) in the
six months preceding the Latest Practicable Date.
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Mr., YUE Jin

Mr. YUE, aged 42, was appointed as an executive director of the Company in 2001. He is also a
director of a number of subsidiaries of the Group. Mr. YUE graduated from Hebei University in the PRC
and has over twenty years of technical and management experience in the pharmaceutical industry.

There is no service contract entered into between the Company and Mr. YUE. He is not appointed for
a specific term and is subject to retirement by rotation and re-election at the annual general meetings of the
Company in accordance with the Articles of Association of the Company. His director’s fee is to be
determined by the board of directors and to be authorized by the shareholders of the Company at the annual
general meeting with reference to the prevailing market practice, the Company’s remuneration policy, his
duties and responsibilities with the group and his contribution to the group. Mr. YUE received director’s
fee of HK$60,000 for the year ended December 31, 2005.

Save as disclosed above, Mr. YUE has not held any directorship in any public listed companies in the
last three years or any other positions with the group and does not have any relationship with any directors,
senior management or substantial or controlling shareholders of the Company.

As at the Latest Practicable Date, Mr. YUE does not have any interest in the shares of the Company
within the meaning of Part XV of the Securities and Futures Ordinance.

Save as disclosed above, Mr. YUE has confirmed that there are no other matters that need to be
brought to the attention of the shareholders in connection with his re-election and there are no information
that should be disclosed pursuant to rules 13.51(2)(h) to (v) of the Listing Rules.

Mr. FENG Zhen Ying

Mr. FENG, aged 50, was appointed as an executive director of the Company in 2003. He is also a
director of a number of subsidiaries of the Group. Mr. FENG graduated from Hebei Chemical College in
the PRC and has over twenty years of technical and management experience in the pharmaceutical industry.

There is no service contract entered into between the Company and Mr, FENG. He is not appointed
for a specific term and is subject to retirement by rotation and re-election at the annual general meetings of
the Company in accordance with the Articles of Association of the Company. His director’s fee is to be
determined by the board of directors and to be authorized by the shareholders of the Company at the annual
general meeting with reference to the prevailing market practice, the Company’s remuneration policy, his
duties and responsibilities with the group and his contribution to the group. Mr. FENG received director’s
fee of HK$60,000 for the year ended December 31, 2005.

Save as disclosed above, Mr. FENG has not held any directorship in any public listed companies in
the last three years or any other positions with the group and does not have any relationship with any
directors, senior management or substantial or controlling shareholders of the Company.

As at the Latest Practicable Date, Mr. FENG does not have any interest in the shares of the Company
within the meaning of Part XV of the Securities and Futures Ordinance.

Save as disclosed above, Mr. FENG has confirmed that there are no other matters that need to be
brought to the attention of the shareholders in connection with his re-election and there are no information

that should be disclosed pursuant to rules 13.51(2)(h) to (v) of the Listing Rules.
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Mr. CHAK Kin Man

Mr. CHAK, aged 40, joined the Company in 1999 as financial controller and appointed as an
executive director of the Company on December 1, 2005. He is also a director of a number of subsidiaries
of the Group. Mr. CHAK is a certified public accountant of the Hong Kong Institute of Certified Public
Accountants and a fellow member of the Association of Chartered Certified Accountants. He has a
Bachelor of Social Sciences degree from the University of Hong Kong and has more than 16 years of
experience in auditing and financial management.

There is no service contract entered into between the Company and Mr. CHAK. He is not appointed
for a specific term and is subject to retirement by rotation and re-election at the annual general meetings of
the Company in accordance with the Articles of Association of the Company, His director’s fee is to be
determined by the board of directors and to be authorized by the shareholders of the Company at the annual
general meeting with reference to the prevailing market practice, the Company’s remuneration policy, his
duties and responsibilities with the group and his contribution to the group. Mr. CHAK received director’s
fee of HK$5,000 for the year ended December 31, 2005.

Save as disclosed above, Mr. CHAK has not held any directorship in any public listed companies in
the last three years or any other positions with the group and does not have any relationship with any
directors, senior management or substantial or controlling shareholders of the Company.

As at the Latest Practicable Date, apart from having a personal interest of 4,000 shares in the
Company, Mr. CHAK does not have any other interests in shares within the meaning of Part XV of the
SFO.

Save as disclosed above, Mr, CHAK has confirmed that there are no other matters that need to be
brought to the attention of the shareholders in connection with his re-election and there are no information
that should be disclosed pursuant to rules 13.51(2)(h) to (v) of the Listing Rules.

Mr. HUO Zhen Xing

Mr. HUO, aged 70, was appointed as an independent non-executive director of the Company in 1994,
He is also a member of the Audit Committee and Remuneration Committee of the Company. He was the
former head of Industrial and Commercial Bank of China, Hebei Province branch and Shijiazhuang
sub-branch,

Mr. HUO has entered into a service contract as independent non-executive director with the Company
for a period of two years from December 31, 2004. He is subject to retirement by rotation and re-election at
the annual general meetings of the Company in accordance with the Articles of Association of the
Company. His director’s fee is to be determined by the board of directors and to be authorized by the
shareholders of the Company at the annual general meeting with reference to the prevailing market practice,
the Company’s remuneration policy, his duties and responsibilities with the group and his contribution to
the group. Mr. HUO received director’s fee of HK$60,000 for the year ended December 31, 2005.

Save as disclosed above, Mr. HUO has not held any directorship in any public listed companies in the
last three years or any other positions with the group and does not have any relationship with any directors,
senior management or substantial or controlling shareholders of the Company.

As at the Latest Practicable Date, Mr. HUO does not have any interest in the shares of the Company
within the meaning of Part XV of the Securities and Futures Ordinance.
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Save as disclosed above, Mr. HUO has confirmed that there are no other matters that need to be
brought to the attention of the shareholders in connection with his re-election and there are no information
that should be disclosed pursuant to rules 13.51(2)(h) to (v) of the Listing Rules.

Mr. GUO Shi Chang

Mr. GUO, aged 64, was appointed as an independent non-executive director of the Company in 2004.
He was the Vice Governor of Hebei Provincial People’s Government in the PRC from 1993 to 2002.

Mr. GUO has entered into a service contract as independent non-executive director with the Company
for a period of two years from December 31, 2004. He is subject to retirement by rotation and re-election at
the annual general meetings of the Company in accordance with the Articles of Association of the
Company. His director’s fee is to be determined by the board of directors and to be authorized by the
shareholders of the Company at the annual general meeting with reference to the prevailing market practice,
the Company’s remuneration policy, his dutics and responsibilities with the group and his contribution to
the group. Mr. GUO received director’s fee of HK$60,000 for the year ended December 31, 2005.

Save as disclosed above, Mr. GUO has not held any directorship in any public listed companies in the
last three years or any other positions with the group and does not have any relationship with any directors,
senior management or substantial or controlling shareholders of the Company.

As at the Latest Practicable Date, Mr. GUO does not have any interest in the shares of the Company
within the meaning of Part XV of the Securities and Futures Ordinance.

Save as disclosed above, Mr. GUQ has confirmed that there are no other matters that need to be
brought to the attention of the shareholders in connection with his re-election and there are no information
that should be disclosed pursuant to rules 13.51(2)(h) to (v) of the Listing Rules.
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NOTICE OF ANNUAL GENERAL MEETING

\ FEREEBERAT
China Pharmaceutical
Group Limited

(Incorporated in Hong Kong under the Companies Ordinance}

' (Stock Code: 1093)

NOTICE IS HEREBY GIVEN that an Annual General Meeting of the Company will be held at
Room 3805, 38th Floor, Central Plaza, 18 Harbour Road, Wanchai, Hong Kong on Friday, May 26, 2006 at
10:30 a.m. for the following purposes:

1.

To receive and consider the audited financial statements, the report of the directors and the
report of auditors for the year ended December 31, 2005,

To re-elect directors and to authorize the directors to fix the remuneration of directors.

To re-appoint auditors and to authorise the directors to fix their remuneration.

As special business, to consider and, if thought fit, pass the following resolution as an ordinary
resolution:

“THAT: —

(a)

(b)

(c)

subject to paragraph (b) below, the exercise by the Directors of the Company during the
Relevant Period (as hereinafter defined) of all the powers of the Company to repurchase
shares of HK$0.10 each in the capital of the Company on The Stock Exchange of Hong
Kong Limited (**Stock Exchange’) or on any other stock exchange on which the securities
of the Company may be listed and recognised by the Securities and Futures Commission
and the Stock Exchange for this purpose, subject to and in accordance with all applicable
laws and the requirements of the Rules Governing the Listing of Securities on the Stock
Exchange or of any other stock exchange as amended from time 10 time, be and is hereby
generally and unconditionally approved,;

the aggregate nominal amount of shares of the Company which the Directors of the
Company are authorised to repurchase pursuant to the approval in paragraph (a) above
shall not exceed 10% of the aggregate nominal amount of the issued share capital of the
Company as at the date of this resolution, and the said approval shall be limited
accordingly; and

for the purposes of this resolution, ‘‘Relevant Period’” means the period from the passing
of this resolution until whichever is the earlier of: -

(i) the conclusion of the next annual general meeting of the Company;

(ii) the expiration of the period within which the next annual general meeting of the
Company is required by law or the articles of association of the Company to be held;
and
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(iii) the date on which the authority set out in this resolution is revoked or varied by an
ordinary resolution of the shareholders of the Company in general meeting.”’

As special business, to consider and, if thought fit, pass the following resolution as an ordinary
resolution of the Company:

“THAT: -

(2)

(b)

(c)

(d)

subject to paragraph (c) below and pursuant to Section 57B of the Companies Ordinance,
the exercise by the Directors of the Company during the Relevant Period (as hereinafter
defined) of all the powers of the Company to allot, issue and deal with additional shares of
HK$0.10 each in the capital of the Company and to make or grant offers, agreements and
options (including bonds, warrants and debentures convertible into shares of the Company)
which would or might require the exercise of such power be and is hereby generally and
unconditionally approved;

the approval in paragraph (a) above shall authorise the Directors of the Company during
the Relevant Period (as hereinafter defined) to make or grant offers, agreements and
options (including bonds, warrants and debentures convertible into shares of the Company)
which would or might require the exercise of such power after the end of the Relevant
Period;

the aggregate nominal amount of share capital allotted or agreed conditionally or
unconditionally to be allotied (whether pursuant to an option or otherwise) and issued by
the Directors of the Company pursuant to the approval in paragraph (a) above, otherwise
than pursuant to (i) a Rights Issue (as hereinafter defined); (ii) an issue of shares upon the
exercise of rights of subscription or conversion under the terms of any warrants of the
Company or any securities which are convertible into shares of the Company; (iii) an issue
of shares as scrip dividends pursuant to the articles of association of the Company from
time to time; or (iv) an issue of shares under any option scheme or similar arrangement for
the grant or issue of shares or rights to acquire shares of the Company, shall not exceed
20% of the aggregate nominal amount of the issued share capital of the Company as at the
date of passing this resolution, and the said approval shall be limited accordingly; and

for the purpose of this resolution,

**Relevant Period’’ means the period from the passing of this resolution until whichever is
the earlier of:-

(i)  the conclusion of the next annual general meeting of the Company;
(ii) the expiration of the period within which the next annual general meeting of the
Company is required by law or the articles of association of the Company to be held;

and

(ii1) the date on which the authority set out in this resolution is revoked or varied by an
ordinary resolution of the shareholders of the Company in general meeting; and
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“‘Rights Issue’’ means an oftfer of shares open for a period fixed by the Directors of the
Company to the holders of shares of the Company on the register on a fixed record date in
proportion to their then holdings of such shares as at that date (subject to such exclusions
or other arrangements as the Directors of the Company may deem necessary or expedient
in relation to fractional entitlements or having regard to any restrictions or obligations
under the laws of, or the requirements of any recognised regulatory body or any stock
exchange in, any territory outside Hong Kong applicable to the Company).”’

6.  As special business, to consider and, if thought fit, pass the following resolution as an ordinary
resolution of the Company:

“THAT subject to the passing of the resolution nos.4 and 5 set out in the notice convening the
meeting, the general mandate granted to the Directors of the Company to allot, issue and deal
with additional shares pursuant to resolution no.5 set out in the notice convening this meeting be
and is hereby extended by the addition thereto of an amount representing the aggregate nominal
amount of shares in the capital of the Company repurchased by the Company under the authority
granted pursuant to resolution no.4 set out in the notice convening this meeting, provided that
such amount of shares so repurchased shall not exceed 10% of the aggregate nominal amount of
the issued share capital of the Company as at the date of the said resolution.”

7. As special business, to consider and, if thought fit, pass the following resolution as a special
resolution;

SPECIAL RESOLUTION

*“THAT the existing articles of association of the Company be and are hereby amended by
deleting the last sentence of article 92 and replacing thereof by the following new sentence: —

**Any Director so appointed by the Board shall hold office only until the next following general
meeting of the Company (in the case of filling a casual vacancy) or until the next following
annual general meeting of the Company (in case of an addition to the Board), and shall then be
cligible for re-election at the meeting.”

By Order of the Board
CAIl Dong Chen
Chairman

Hong Kong, May 2, 2006

Notes: —

l. A member entitled to attend and vote at the meeting is entitled to appoint one or more proxies to attend and, on a
poll, vote instead of him. A proxy need not be a member of the Company.

2. To be valid, the form of proxy together with any power of attorney or other authority (if any) under which it is
signed or a notarially certified copy of that power or authority must be lodged with the registered office of the
Company at Room 3805, 38th Floor, Central Plaza, 18 Harbour Road, Wanchai, Hong Kong not less than 48 hours
before the time appointed for holding the meeting or any adjournment thereof.
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With regard to item no. 2 in this notice, the board of directors of the Company proposes that the retiring directors,
namely Mr. YUE Jin, Mr. FENG Zhen Ying, Mr. CHAK Kin Man, Mr. HUO Zhen Xing and Mr. GUO Shi Chang
be re-elected as directors of the Company. Details of such retiring directors are set out in the Appendix Il to the
circular to shareholders dated May 2, 2606.
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China Pharmaceuticat
Group Limited
{Incorporated in Hong Kong under the Companies Ordinarce}

(Stock Code: 1093)

CHANGES IN DIRECTORSHIP

The Board of Directors (the “‘Board’’) of China Pharmaceutical Group
Limited (the *‘Company’"} announces that (i) Mr. DING Er Gang (*'Mr.
DING") resigned as executive director and managing director of the
Company with effect from 1st December, 2005 for personal reason: and (ii)
Mr, CHAK Kin Man (**Mr. CHAK’") was appointed as an executive director
of the Company with effect from 1st December, 2005. Mr. DING has
confirmed that there are no other matters that need to be brought to the
attention of the shareholders of the Company in relation to his resignation as
executive director and managing director of the Com pany.

Mr. CHAK, aged 39, joined the Company in 1999 as financial controller.
Mr. CHAK is a centified public accountant of the Hong Keng Institute of
Centified Public Accountants and 2 fellow member of the Association of
Chartered Certified Accountants. He has a Bachelor of Social Sciences
degree from the University of Hong Kong and has more than 16 vears of
experience in auditing and financial management,

There is no service contract entered into between the Company and Mr.
CHAK. He is not appointed for a specific term and is subject Lo retirement by
rotation and re-glection at the annual general meetings of the Company in
accordance with the Articles of Association of the Company. His
remuneration is to be determined by the shareholders of the Company at the
annual general meeting with reference to the prevailing market practice, the
Company's remuneration policy, his duties and responsibilities with the
group and his contribution to the group.

Save as disclosed above, Mr. CHAK has not held any directorship in any
public listed companies in the last three years or any other positions with the
group and does not have any relationship with any directors, senior
management or substantial or controlling shareholders of the Company. As
at the date hereof, apart from having a personal interest of 4,000 shares in the
Company, Mr. CHAK does not have any other interests in shares within the
meaning of Part XV of the SFQ.

The Board confinns that there are no other matters relating to the
appointment of executive director that need to be brought to the attention of
the shareholders of the Company.

The Company would like to take this opportunity to thank Mr, DING for his
contribution to the Company during his tenure of office and welcome Mr.
CHAK to join the Board.

By Order of the Board
CAl Dong Chen
Chairman

Hong Kong, st December, 2005

As at the date of thix unnouncement, the Company comprises seven executive
direciors, namely Mr. CAl Dang Chen (Chairman), Mr. FENG Zhen Ying,
Mr. WEI Fu Min, Mr. YUE Jin, Mr. YAO Shi An, Mr. 3] Jian Ming and Mr.
CHAK Kin Man; one non-executive director, namely Mr. LEE Ku Sze,
Carmelo and four independent non-executive directors, namely Mr. GUO Shi
Chang, Mr. HUO Zhen Xing. Mr. Of Mou Jia and Mr. CHAN Siy Keung,
Leonard,
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The Board of Directors of China Pharmaceutical Group Limited (the *'Company ™) sabmits the audited consolidated
results of the Contpany and its subsidiaries {the **Group™} for the yeur ended December 31, 2005.

CONSOLIDATED INCOME STATEMENT
For the peur ended December 34, 2005

Revenue
Caost of sales

Graoss profit

Other income

Dristribution costs

Administrative expenses

Oxher expenses

Share of results of a pointty controfled entity
Finance costs

Profit before tax
Income tax

Profit for the year

Auribuable to:
Equity holders of the Compatry
Mizority interests

Dividend
Basic mrmings per share

CONSOLIDATED BALANCE SHEET
At Docember 34, 2005

Non-current assefs

Property, plant and equipment

Prepaid |ease paymeits

Intangible assels

Goodwill

lnterest in a joindy controlled emity

Loan receivable

Pledped bank deposits

Depasits paid for scquisition of propeny,
plant and equipment

Current assets

Inventones

Trade and other receivables

Bills receivable

Prepaid lease payments

Loan receivable

Tax recoverable

Trade receivables due from related companics
Amount due from a jointly controlled entity
Pledged bank deposits

Bank balances and cash

Current Labilities
Trade and other payables
Bdh poyable
s due to relnted oo i
Trade payable due o a jointly controlled utity
Tax liabilitics
Bank loans — due within one year

Net current assets (liabilities)
Total assets bess current liabilitics

Non—current lkabilities
Loans from ultimale holding company
Bank loasis — due after one year

Cupltal and reserves
Share capital
Reserves

Equity attributable to equity bolders of the Company
Minotity interests

q]EEIJZ'
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China Pharmaceutlcal
Group Limited

(Incorporated in flong Kong with limited liability)

{Stock Code: 1093)

Nofes:

2005 RESULTS ANNOUNCEMENT

I Accounting poliches

The consolidatrd financial staicments have been

in acasdance with the Hong Kong Firmncial Reporting Standaeds

("HKFRSs"}, Hong Kong Accounling Standands {**HKASs") and Intempretations (hereinsfter collectively seferred 1o as the

2005 2004 “ new HKFRS3™") issued by tix Hlong Kong Insutute of Certilied Public Actousiant,
Nows HKS'000 HKS'000 )
{Restated) In the cumeal year, the Group has applied, for the (irst time, a number of acw HKFRSa that are cffective for accounting
Periods beginning on or afier Jenuary 1, 2005, The adoption of the now HKFRSs has resclted in changes 1o the Group's
2 3,192,065 3,450,649 sccounting policies in the [ollowing wress:
)
(2498.301) (819,504 () The sdoption of HIKAS | **Preseatstion of Financial Stalements’” has afTected the presentstion of minonty imeress
693564 630,845 and share of tax of the jointly controlled entity.
21,157 14,677 . ) o . . .
M () The Group ha wppled Ux relevat tansitivoal provisions in HKFRS 3 " Busistss Combemtions™.  Goodwill
(182723 (131,453} previously recogmzed in reserves of HES 167,254,000 a3 wt Junusey 1, 2005 continues to b held in reserves and will
293.231) (230,004 be tramferred to the relained profits of te Group ot the time when the Betiness Lo which Uxe goodwill relater is
20337y (10,548) Wisposed of ar when @ cash-gencrating unit to which the goodwill relates hocomes impaired. With roypect 1
{1.099) 3419 goodwill previowsly capatalived on the balanoe sheet, the Group o Juwary 1, 2005 eliminated the carrying smoust of
(68,139) (27.959) the relsicd sccumulated amonisstion of HK57,897,000 with & cormespording decrease in the cost of goodwill. The
248577 Giroup has discontinued smortising such goudwill from January |, 2005 onwards and such goudwill will be tested for
3 148,952 248, impairment at least annually.
4 300 (3,185}
(i) Under KAS 17 “Lenses™, the land and buildings elemenes of & liese of land and buildings are considersd
156,293 245,392 separately [or the purpRes of lense .clmiﬁ:-liqn‘ The feapchold iqimm in Jead are roclassified w pup_m‘d loune
puymenls under operation leaaes, whldurrur'r:ed ol conl md amontiscd over the lease term on » simight-line banis,
Thus change in sccounting policy has been sppliod sctrospecively.
15?‘2521;; 245’%} (v} Prior to the application of HKAS 39 *‘Financial lnstruments: R jon and M ", an 1
ron-current [oan from ultimets holding company was sistsd st the nomined smount, HKSA 39 reqmrel all firmncial
156,293 245,392 ety and financial lishilties 1o be mexsured sl fair value on initisl recognition. Such islerest- froe lown i measurod
6, ikt H amortised com detarmined using the effective interest method st sibwoguere belance shest dutes.
5 - - The effcta of the changes in the sccounting pulicies on the resulla wre as Follows:
6 HK10.18 cents HK15.93 cents Effect of
dopting 008 2004
HKS vog HKS 0o
Non-amurtisstion of goudwill HKFRS 3 383 -
Imputes) interes! expenese o on-vuiTent interent-Tree
2005 2004 loan from uhimate holding company HKAS 39 (278) -
MNores HK3'000 K3 000 Share of results of & joirly contrlbed entity HKAS 1 -~ (589)
{Restated) Income lax HKAS ) - 359
Increase in profit for e year 2,508 -
3,176,549 1908317 —
2
l'z? %3 IO],;SO 2. Turoaver umd segmeat Infermation
gig% ::,'i;g The Group's pnnc.;-l activity is the and sale of phs | products and ilx segment information by product
e 655 i presenic be
2428 9418 For the year cuded Deeetnber 31, 2008
- 47,305 it Drags
3425072 3217511 Peakllln  Cophakoweris  Viaala C Flabbed
eries rin wrin Others  Plimisstiss  Conmibisied
HO3 000 13000 153 0m 13 00 1S om 1537000 5 o0
756,053 452,858
7 512987 411,629 REVENLE N
118281 00331 Exterral saks 5209 55,10 s mn 5365 U L]
4478 2837 [y 219615 1508 - - - (3e) -
&3;2 -"95 TOTAL S4L.76 w10 [ N L) 9368 (%6684 3192008
:;(3)3; L ém SECRMENT RESULTS .20 11588 1o a1 (.m nin
o 70; 50}282 Ualknato urporals exponcs {19617
- - ————
o
1,904,707 1,489,738 St of reats ofa jointly uortrolled ermty 00 1.9
Fuaance costs (68,139
4 974756 361,340 Profis befun: tay bl
403,876 3BE,040 Srcome tax 2308
4,146 58423
3,107 4,414 Profu for the wear 156,290
7328 3B9z
344,804 49,813 Yor the year cnded December M, 2004
1738017 1,565,922 B Drags
166,690 (76,187 PoakBls  Cepalopors Viea© Fhakhed
serley series wrin Gthen Eiminstions  Cimmlidnied
3,641,762 3,141,324 B3 0w FOCS e 1938 0w 103 ‘o0 1530w HICS om0 H3 o
REVIMUE
55,488 SRR Exiamal saes 0,72 54670 > A 0,785 nm - 408
1,080,746 817,409 Ia-wpnot mia [ ] w2 - - - (225,681 -
1,146,234 872227 TaTAl 45,561 ¥,52 620,124 7,785 12,288 (I15651) L4069
2,495,528 2,269,097 SECMENT REQULTS R H a2 199,684 67,963 (415} WES
Uralhxater) porpuraie sxpences (20,148)
153812 153,812 T
2,331,020 2,105,227 Stare of roaus of o by ool caily 1419 3419
Firar cuts (e
2,484,332 2,259039 .
10,696 10058 Proti betors ux 5
uure e (5185}
2,495,528 2,269,097 ——
Teofit fux the vaar 248,91




3 Prafil befare tax

N5 .11
HKS 000 FIKS 000
Profi before tax bay born arived
a1 afiey charging (creduing) 5
(included in admini Lp of:
= intangible wrsets 16,385 12,404
- goodwill - 3182
Aoriaon of prepaid beass puyments 4474 5618
Depreciation of property. plant snd equipment 25456 162621
inLerest income: (2,687} (2454)
4. Ineoune 1an
W05 1004
HK3'000 K000
The 1ax {credit) durge mpma
PRC Enerprisc Income Tax
- currend yar 19335 w711
- overprovision in prior yean (3813) (11,593)
- tax cediw/refinds (22823) {22,133
(7301) 3,45

No Itang Kung Profits Tax is payable by the Company noc its long, Kong subsidiariea since they cither had no asscssable
profits of incurred Lax loxses for both years.

Taxstion ansing 1 cther junisdictions i cakulaled ot the e prevailing in the relevant juisdiclions,

Pursuant & the relevant laws and regulations in the PRC, certain PRC subsidisrics of the Compuny are entitled o exemplion
and reliel from PRC income wx sarting [rom their firn profi1-making years

In sddstion, pursmnt 1o approvals granted by the relevant tx autharities, certain PRC subsidisrics of the Company were
granded tax credits/re funds which were maindy derived from the following sctivities:

8} Two subsidieries of the Company were eatillad W tax refunds on the basis thal such subsidiaries have, instes] off
muking distribations 0 sy forcign sharcholders, re-invested ceriain distributable reserves as capital contrbutions W two
PRC subsidisrics set up in previous years

) Tax credits resulied from the purchase of plant and equipment manufactured in the PRE by certain subsidinrics of the

China Pharmaceutical Group Limlted {(Page 2)

Market consolidation still persists. However, the gradual increase in the uulization rate of the Group's production
Lizies in Inner Mongelia will belp improve the perk of this series.

Cephalosporin Series

The total output of this sevies for the year amounted to 1,438 tonnes, an increase of 66% over last yoar. Dernand for
7-ACA was strong in the current year and the price went up correspondingly. The average price of 7-ACA for the
year was USS92.80 per kg, mn mersase of 9% #s compared with US585.13 per kg in the previous year. The gross
profit margin of the entire series increased from 17.8% in the previous year to 24.4% in the current year.

Since the production capacity of T-ACA in the PRC has increased significantly in the current year, excessive supply
stagts to develop. It is expected that product prices will be increasingly under pressure. At the beginning of 2006,
the price of 7-ACA has declined o0 approximately USSB3 per kg,

Fintshed Drugs

Despite of the fierce market competition, this business unit still recorded a growth rate of | ™% in the current year.
Revenue increased to HKS1,110 million with a gross prof margin of 24.2% While the sales revenue was
increasing, distribution costs also increased substantially, thereby bringing down the opereting profit of this business
unit to HKS63 millien in the current year, a docrease of T% over last year.

Market competition is expected 10 remain fierce. The Group will continue to implement effective saley strategics 0
as 10 strive for business growth.

Patent Drug

The clinical trials cf the Fntcul drug, butylphthalide, in the PRC have been finished. The drug was launched to the
market in the second half af the yezr and market response was desizable initially. As miarket build-vp work is still

in its early stage, this business it is not d to contribute ble profit in the short terma.
FINANCIAL REVIEW
Liquidity and Financial Posilloa

ln 2005, the Group's operating activities pencrated 2 net cash inflow of HKS186,908,000. Capital expenditure
reached HK$539,000,000, which was financed by infernal resources and benk loans. At Decenber 31, 2005, the
Group's current ratio was 1.10, a slight improvement &s compared with 0.95 at the end of previous year, Deldor
turnover period (ratio of the total of trade receivables uand bills receivable balance to saley, inclusive of value added
lnx for sales in the PRC) decreased 10 51 days as compneed with 5% days in the provious year. As affected by the

Company. The laa credils are sakulated with eferinie 10 4D% af the wrs of e qualifying plant and
roved by Lhe relevant wx authonly. Such credits can be wsed ko olYaet sgainst current and future tax du-rg:: ol the
Ts:dunu subict W centain condiions a3 specified in ench apptvval document (rom Lhe relevant ax suthonucs.

The inune tax for both yesrs reprcaenis inuiene 1ax provizien which hes tsken into secount of the ubove-mentioned tax
incentives,

Al the balance sheet date, the Group had unused Laa Loases of HK53,376,000 (2004. 1 {K569,000) available for oflact against
future profits. Na deferved tax assel has boen rocogaized in nespect of such loases due 10 the urpredicability of future profit
steeams. The unrecopnised b, louscs will expire in 2010,
Theve was na other significant unpravided deferred tuxation for the year or af the balance sheet dakc.

5. Diidesd

“The Board of Darectons dost not recommend the paymcal of w final dividend for the yemr ended Docanber 31, 2005 (2004
Nil).

An smount of HK$107,669,000 wus paid in 2004 in respect of the final dividend of HK7.0 cenls per share for the yoar ended
December 31, 2003

& Earnings per share
The calculation of the basic esmings per share atiributable 1o Lhe oquity halders of the Company for the year ended Decemnher
A1, 2005 (s beaed on the profit for the year of HICE156,518,000 (2004: 11K$2435,011,000) and the 1,538,124,561 sharcs (204:
1,815,124,661 shares) in usnx during the yoaz.

No deluted eamings per share is presentad foe the years ended December 31, 2005 end 2004 o there was 00 potential ordinary
shared in issue during both years.

T Trade apd olber receivables

The Group allows a credit perivd from 30 days Lo 90 days to its trde cuwskmers. The following is an aged analysis of e
rexgivahles pet of alkwanwes st the balanne shest date

2005 2004
HKS 004 MKS VoY
0 w0 90 dayy 53927 14,482
9110 1RO duyx 24436 nne
L8110 365 days 29 1,952
79192 ELYALS)
Othey roceivables 133.795 56,476
512987 4115629
[ 3 Trade nnd siher payubies

The (ollowng % an aged mimlysin of Uade puysblcs at the balance shoct duic:
2005 o4
HES w0 XS von
0 10 20 dayr 381,495 MR
91w 1R days 69611 42,197
181 15 365 days 26,432 8727
Move than 365 days 12395 iR3%4
498933 103266
b payables 47580 sk oTa
974356 R61,340

BUSINESS REVIEW AND OUTLOOK
Vitamin C Series

The total output of this series for the year amxcunted to 28,655 tonnes, an increase of 56% aver last year. Following
the significant expansion of the production capacity in the PRC, price of vitamin C had been continuously under
pressure. The average price of vitamin C decreased from USS 3.61 per kg at the begizning of the year ta US$2.94
per kg at the end of the year. The averege price for the whole year was US53.24 par kg, a decrease of 24% as
compared with LIS$4.26 per kg in the previous year. The gross profit margin of the entire series decreased from
41.8% in the previous year o 25.6% in the current year.

In view of the existing production capacity in the PRC, it 15 expected tha the weak price will last some time. The
Group will continue o cxpand its customer base and strengthen the business redations with its exasting customers.
We will alse increase the proportion of our downstream prodicts acoording (o market demand in order W improve
profitability of this series.

Penlelllln Serles

The total output of this scries for the year riowited to 7,279 tonnes, pn increase of 60% over last year, Owing to
the intense market competition and the excessive production capacity, prices remained low. The averag Tg')ca of

pericillin industrial salt and amoxicillin for the year were USS9.27 and USS21.26 per kg respectively, The gross
profit margin of the entire series decreased from 15.9% in the previous year to 6.9% i the current year.

ble marker conditi inventory tumover pariod {ratio of inventories balance to cost of goods sold)
increased to 110 days as compared with 91 days in the previous year.

At December 31, 2005, the Group had total borrowings of HKS1,4%91,038,000 {comprising bank loans of
HK$1,435,550,000 and loans from wltimate holding company of HK$55,488,000). The maturity profile of the total
borrowings spreads over 8 peried of four years wih HKS$344,804,000 repayable within one year and
HKS$1,146,234,000 between one 10 four years. INef pearing ratio was 41%, which was calculated on the bosis of the
Group's total bormowings net of bank balances and cash of HK$475,134,000 over equity at 1he balance sheet date.

45% of the Gmupsbonuwuxgsudummzmdm Hong Kong dollars and the remaining 55% in Resminbi. The
Group’s are ¢ither in Renminbi or in US dollars. Our exposere o foreign exchange rate fuctuations is
lmuted as tbe exchange mtes between these currencies are relatively siable.

Pledge of Assels

At December 31, 2005, bank bulances of HK$2,428,000 sndf bills recrivable of HK$3,828,000 were pledged 10
banks to secure banking facilities granted to the Group.

Coniingent Liabilities

As disclosed in the Company™s press announcement dated Februsry 22, 2005, the Cornpany and one of its subsidiary
are named as, among others, defendants i centain antitnst complaimts filed in the United States of America
("United States’). These antitnist complaints alleged that certain nnulacturers of vitamin C in the PRC have
since at least Decemnber 20G1 conspired te coutrol prices and volume of exports of vitzmin C to the United States
and elsewbere in the world and that es such have been in violation of the antitnust laws in the United Stales. B is
alleged in the antitrust complaints that the purchasers of vitamin C in the United States pnid more for vitamin C
than they woukd have peid in the absence of the alleged conspiracy and, therefore, suffered losses. The piaintiffs
(pur;nrtcdly a3 rqrsclllanvcs of classes of similar plaintiffs) seck treble unspecified damnges and other retief.

to the d press there were some other complaints with the xeme nature as
the above-mentioned antitrust complaints filed in the United States. Up to the date of this amoumcement, three of
the antitrust complaints have been served on the Company and the subsidiary.

The directors of the Company are of the view that the allegntions in the entitrust complaints are withow merits and,
the ditectors of the Company intend to contest to the claims set out in the antitrust coniplaints vigorously. The
Group has appointed legal mdvisors to advise them in the legal proceedings and the outcome of the antitrust
complaints cannot be extimated with certainty at this stage.

EMPLOYEES

Al the talance sheet date, the Group had about 12,098 employess and the majority of them are auployed in the
PRC. The Group offers competitive rammeration packages, discretionary share opions and bottses 10 52417 bascd
on the performance of the Group and 1be individual employee.

CORPORATE GOVERNANCE

The Company has complied with the code provisious in the Code on Corporate Governance Practices {the **Code’”)
contained in Appendix 14 of the Rules Governing the Listing of Securities on the Stock Exchange during the yeay
ended December 31, 2005 with cenain deviations from code provision A2 1.

Code provision A.2.] stipulates that the roles of the chairman end managing dircctor should be scparate and should
not be performed by the same individual. Prior to December 1, 2005, Mr. Cai Dong Chen was the chairnmn and
Mr, Ding Er Gang was the managing duecloroftheConmywhlhen roles separate, Since the resignation of
M. Ding s exccutive director and managing director of the Comyuny on December 1, 2005, Mr. Cai bas sssumed
bath roles as the chairman and managing director of the Company. The Company belicves thal vesting both ol in
Mr. Cai will allow for nwre cffective planning and execution of business stratepies. As all major decisions are
miade in consultation with members of the Board, the Company bdicves that there is adequate balance of power and
authonity in place.

REVIEW OF ACCOUNTS

The Audit Committee has reviewed the Group's consolidated financial staternents for the year axded December 31,
2003 in conjunction with the external auditors.

PURCHASE, SALE OR REDEMPTION OF THE COMPANY'S LISTED SECURITIES

During the year, nesther the Company nor any of its subsidiaries purchased, sold or red d any of the Company™s
lisred secundies.
By order of the Board
CAIDONG CHEN
Chairman

Hong Kong, Agxil 11, 2006

As at the date of this anncuncement, the Board of Direciors of the Compuny comprises seven executive diredors,
namely Mr. CAf Dong Chen, Mr. WEL Fu Min, Mr. YUE fin, Mr. JI Sian Ming, Mr. YAQ Ski An, Mr. FENG Zhen
Ying and Mr. CIAK Kin Man; one mon-execurive director, namely Mr. LEE Ka S2e, Cormelo and four independent
HoH-execuiive jmcmn. wamely, Mr. HUG Zhen Xing, Mr. () Mou Jia, Mr. GUO Shi Chang and Mr, CHAN Siu
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" The woehm of Directors of China Pharmaceutical Group Limited (the **Company™) announces the unaudited
Yronsolidated results of the Company and its subsidiaries (the **Group*} for the three months ended March

O

PERNBEBERAT

China Pharmaceutical

Group Limited

(Tncorporated in Horg Kong with limited Liabitity
(Stock Code: 1093)

UNAUDITED RESULTS

FOR THE THREE MONTHS ENDED MARCH 31, 2006

For the three months cnded March 31, 2006

an_. 2006 i line with its current practice to publish the Group's quarterly fimancial results. Bulk Drags
e CONSBT Penidlln Cephabsporn  VitzonC  Finished
 gorSOmaren ot srarseT R R —
s For the three months ended March 31,
2006 2005 REVEMUE
(Unaudited) (Unaudited) External sales 206,282 21175 131,811 134516 2568 - 912936
HKS 000 HKS000 Inter-sepment sales 43514 28,080 133 ~ - (71,733} -
Revenue 912,936 724242 TATAL 249.79%6 245839 151,549 34516 1568 {71,732) 912936
742,605 45,37
Cost of sales I.ln 2 ) (5 3 SEGMENT RESLLTS 9491 26290 (3.278) 16,068 (5.380) 43,19
Gross profit 170,331 178,869
Orher income 12,348 478 Urallocated corporate expenses (3985}
Distribution costs (56,527) (36,969) .
Administrative expenses (82,377) (72,014)  Profit fromoperations .20
(xher expenses (4,569) (13,9%9)
For the three months ended March 31, 2005
Profit from operations 39,206 60,698 Bulk
Finance costs (23.458) (10,992) Drugs
Share of profit of a jointly controlled entity 791 88 Penielly Cephaksportn v c Fukhed
Profit before tax 16,539 49,794 series serles seriet Drugs Others  Eliminations  Consolidated
Income tax (1,770 (2.543) IR3 000 HKS 000 K5 000 HEKS 000 HES 000 TS 000 FKS o
: REVENUE
Profit for the period 14,769 B Buemaluls 68,118 179,116 200519 775485 ] - 2420
Astributable to: Inter-segmment sles 54065 31617 - - - 85.682) -
Equity holders of the Company 14,725 47,298
Minority interests 44 47 TOTAL 122,393 210733 20051 175,485 ™ (85,582) 124242
14,769 47,251 SEGMENT RESULTS {5.815} 4660 41382 389 (4.453) 65573
Basic eamings per share HK0.96 cents HK3.08 cents Urallocated corpore cxpenses (4815)
Dividend _ _ Profit mﬁdend_.a 60598
Notes: BUSINESS REVIEW

1. The accounting policies adopted in preparation of the financial data for the first quarter of 2006 are consistent with

those disclosed in the 2005 annual report of the Company,
2. The calculation of the basic tarnings per share for the three months ended

March 31, 2006 is based on the profit

arributable 10 equity holders of the Company of HKS$14,725,000 (three momths ended March 31, 2008:
HK$47.298 000} and 1,538,124,661 shares (three months ended March 31, 2005: 1,538,124,661 shares) in issue

during the period.

Ne diluted eamings per share is presented for the three months ended March 31, 2006 and 2005 #s there was no

potential ordinary shares in issue during both periods.

3 The directors resolved not to declare an interim dividend for the three months ended March 31, 2006 {three months

ended March 31, 2005: Nil).

4. The financial data for the first quarter of 2006 is based on the intemal records
and has not been reviewed or audited by the external auditars of the Company.

REVENUE AND SEGMENT INFORMATION

and management accounts of the Group

The Group’s mrincipal activity is the manufacture and sale of pharmma